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Mission Statement 
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THE CANADIAN DAIRY COMMISSION plays a key role in the implementa- 
tion of federal dairy policy and thus promotes the development and main- 
tenance of a healthy and viable dairy industry in Canada. Working close- 
ly with producers, processors, provincial milk marketing boards/agencies 
and exporters, the Commission advises the Minister of Agriculture on 
matters relating to the dairy industry and develops policies and pro- 
grams which meet the needs of the industry while providing Canadian 
consumers with adequate supplies of this strategic food. 


AUTHORITY 


The Commission was created as a Crown Corporation in 1966 by 
virtue of the Canadian Dairy Commission Act (1966-67) and is accountable 
to Parliament through the Minister of Agriculture. The Commission 
works closely with the Department of Agriculture on matters relating 
to the dairy industry. 

The Commission has the authority to purchase, store, process, or 
dispose of dairy products; make payments to milk and cream producers 
for the purpose of stabilizing the price of industrial milk and cream; 
investigate matters relating to the production, processing or marketing 
of any dairy product; help promote the use of dairy products; and receive 
funds for the disposal of dairy products. 


OBJECTIVES 
Two objectives are delineated in the Canadian Dairy Commission Act: 


O to provide efficient producers of milk and cream with the opportunity 
of obtaining a fair return for their labour and investment; 


O to provide consumers of dairy products with a continuous and 
adequate supply of dairy products of high quality. 


MAIN AREAS OF ACTIVITY 


The Canadian Dairy Commission has dual responsibilities: the dairy 
support program operations financed by the Government of Canada 
through parliamentary appropriation and marketing operations financed 
by Canadian dairy producers under the provisions of the National Milk 
Marketing Plan. 

The Commission advises the Minister of Agriculture on matters 
relating to dairy policy; determines domestic requirements for industrial 

Zz milk and cream for the purpose of establishing market sharing quotas; 
Kenneth McKinnon, Vice-Chairman and calculates the national Target Return for industrial milk as well as 
support prices for butter and skim milk powder based on the Returns 
Adjustment Formula (this formula is currently under review). It also 
administers an offer-to-purchase program for butter and skim milk 
powder; makes a monthly payment on eligible milk and cream shipments 
to Canadian dairy producers to reduce the cost of dairy products to 
consumers; determines costs associated with the marketing of dairy 
products by the Commission; and calculates the levy amount to be 
collected from producers by the provinces. In addition, the Commission 
exports dairy products not needed for domestic consumption, provides 
export assistance and administers other marketing and promotion 
programs. 

The Commission also chairs the Canadian Milk Supply Management 
Committee which coordinates the management of industrial milk and 
cream supplies in Canada. 


Clifford McIsaac, Commissioner 


The Honourable John Wise 
Minister of Agriculture 
Ottawa, Ontario 


Dear Mr. Minister, 


The Canadian Dairy Commission is pleased to report on its activities for 
the dairy year which ended July 31, 1987. To mark the Commission’s twen- 
tieth year, we have highlighted its achievements, particularly its role in the 
implementation of a dairy policy that is now the envy of many countries in 
the world. 

The past year has once again demonstrated the success of this policy 
and of milk supply management in particular. Industrial milk production for 
1986-87 matched domestic requirements almost exactly and we recognize 
the efforts of dairy producers and provincial marketing boards and agencies 
in achieving this. 

Domestic requirements rose to 45.3 million hectolitres of milk, largely 
as a result of an increase in cheese, yogurt and ice cream production and 
strong butter sales in recent months. Total production was 46.8 million 
hectolitres. This increase, combined with a dynamic export program and the 
cooperation of exporters, reduced butter stocks to 10.8 million kilograms by 
year-end. Storage costs declined accordingly. 

We are also very pleased that sales of skim milk powder both on the 
domestic and the international markets resulted in year-end stocks being 
kept at minimum levels. This contributed to a further decrease in our 
storage costs. Programs to increase the use of skim milk powder in milk 
bread and animal feed continued to yield positive results and reduced the 
Commission’s need to purchase this commodity. 

Fewer purchases of skim milk powder under our offer-to-purchase 
program, better international prices and lower export expenses reduced the 
levies required to finance our activities in these areas. 

While our export policies were being reviewed, a consultation 
mechanism was proposed which we intend to pursue with exporters. 

We believe that the efforts of the liaison committee with Dairy Farmers of 
Canada were highly beneficial and will lead to a better understanding of the 
Commission’s export program. 

We are especially pleased with the excellent communication that now 
exists between the Commission and Agriculture Canada. Following your 
guideline, a memorandum of understanding served as a basis for these new 
arrangements. 

During the course of the year, we held strategic planning sessions with 
our senior managers and together we prepared a mission statement and 
defined objectives and priorities for the coming year. This will enable us 
to better measure our performance when we submit our report for the 
1987-88 dairy year. 


Yours sincerely, 


KF Docu, SP Cie G La 


Roch Morin, Chairman Kenneth McKinnon, Vice-Chairman Clifford McIsaac, Commissioner 


Cover: detail from a whirligig, 60736226 cm, Arthur 
MacNeill, Prince Edward Island. 


FOLK ART 


Although rooted in tradition, folk 
art speaks to the present as well as 
to the future. Folk art celebrates 
daily life, adding beauty and 
colour, even humour, to everyday 
objects and places. Some of the best 
examples can be found on the farm, 
from weathervanes and whirligigs, 
animal carvings, quilts and hooked 
rugs, to butter molds, hand-carved 
tools and furniture. We have illus- 
trated this year’s annual report 
with folk art objects from the 
collection of the Canadian Museum 
of Cwilization, except for the cow 
sculpture on page 6 which belongs 
to a private collector. 


CONTENTS 


Our First Twenty Years 

Milk Supply Management 

Target Returns for Industrial Milk and Cream 

Price Support Program for Butter and Skim Milk Powder 
Direct Payments to Producers 

Domestic Marketing 

International Marketing 

Consultative Committee to the Canadian Dairy Commission 
Financial Review 

Management Responsibility for Financial Statements 
Audited Financial Statements 


Personnel 


TABLES 


Provincial Share of National Market Sharing Quota (MSQ) 
Industrial Milk Production and Requirements 
Components of National Market Sharing Quota (MSQ) 
Production of Industrial Milk and Cream 

Levy Rates 


Levies Remitted to the Commission by the Provinces 


Target Returns, Assumed Market Returns and Direct Payment 


Returns Adjustment Formula Components 

Marketing Activities of the Commission 

Support Price Structure 

Federal Support Prices for Butter and Skim Milk Powder 
Number of Dairy Farms 


Direct Payments to Dairy Producers on Industrial Milk and Cream 
Per Capita Disappearance of Dairy Products in Canada, 1976-86 


Domestic Cheese Consumption, Cheese Imports/ 
Cheese Exports, 1982-1986 


Cheese Exports 
Disposition of Skim Milk Powder 


15 


Our First Twenty Years 
Sere PST ED RES SE ee ne OR at eT Aen en ee eee PD Pet Ree S| 


With the proclamation of the Canadian Dairy Growing concern about over-production led Since one of the Commission’s objectives is to 


Commission Act on October 31, 1966, the federal 
government confirmed its commitment to a 
healthy and viable dairy industry in Canada. 

Since the appointment of the first Dominion 
Dairy Commissioner in 1890, the federal govern- 
ment had shown an active interest in the dairy 
industry. From providing an Iced Butter 
Railway Car Service (1895), cool cheese curing 
rooms (1902), cow testing (1902), grading of 
butter and cheese for export (1923), it moved to 
a temporary subsidy on cheese and butter in 
1935. Programs to support prices, to export 
surplus products and to restrict imports were in 
effect throughout the forties and fifties and were 
extended after the establishment of the Agri- 
cultural Stabilization Board in 1988. 


Although it provided the necessary structure 
for price stabilization operations, the Board was 
not in a position to tackle two problems that 
were critically affecting the dairy sector: the lack 
of coordination between federal and provincial 
policies and the absence of an effective mech- 
anism to control milk production. Such a 
mechanism was needed to ensure reasonable 
support prices for butter and skim milk powder 
and to prevent costly surpluses. 

A Canadian Dairy Conference was convened 
by the federal government in February 1963 and 
led to the creation of the Canadian Dairy 
Advisory Committee a few months later. The 
report of the Committee, tabled in March 1965, 
recommended the creation of the Canadian 
Dairy Commission. 

The first three Commissioners were S. Cliff 
Barry (Chairman), Jules Thibaudeau (Vice- 
Chairman) and Lyle Atkinson (Commissioner). 
The fact that Mr. Barry was the former Deputy 
Minister of Agriculture attested to the impor- 
tance the government attached to this new 
agency. 

The Commission continued the price support 
programs for butter, skim milk powder and 
cheese which had been administered by the 
Agricultural Stabilization Board. It also assumed 
the direct suusiu; payment to industrial milk 
and cream producers which the Board had 
introduced in 1966. 


the Commission to introduce the Subsidy 
Eligibility Quota in April 1967. Producers were 
alloted a quota based on their 1966-67 deliveries 
and were to receive subsidy only on that portion 
of their production. A holdback on the subsidy 
payment was also introduced to help defray the 
cost of exporting surplus dairy products. 

These quotas did little to decrease production 
since producers could produce and ship milk in 
greater volumes than the quota they were 
holding and producers without quota were free 
to enter the market if they wished. These 
additional shipments were made without the 
possibility of collecting funds for the disposal of 
surpluses. 


The first three Commissioners, from left to right, 
S.C. Barry, Jules Thibaudeau and 
L.A. Atkinson. 


A framework was needed through which 
provincial organizations with statutory powers 
over prices and quotas could work with the 
Commission which operated the price support, 
subsidy and export programs. 

This led to the development of the Interim 
Comprehensive Milk Marketing Plan in 1970 and 
the establishment of the Canadian Milk Supply 
Management Committee. This Agreement was 
initially signed by Ontario, Quebec and the 
federal government through their respective 
agencies and the other dairy producing provinces 
were signatories by the end of 1974 (except 
Newfoundland which was not producing enough 
milk for industrial purposes). 

Although the Commission considers the milk 
supply management system as its main 
achievement, an achievement it shares with the 
provinces, the Commission has played a key role 
in other areas, namely, policy development, 
international sales, marketing operations and 
research. 

The Commission has actively participated in 
the development and implementation of a 
national dairy policy, the main elements of which 
are milk supply management, price support 
programs, subsidy payments and import con- 
trols. In 1975, a long-term policy was put into 
place and a new five-year policy came into effect 
in January 1986. A long-term dairy policy 
provides stability for the industry and allows 
producers and processors to plan accordingly. 


ensure a fair return for the producer, many of its 
efforts have been directed at improving the price 
support program. In 1975, a Returns Adjust- 
ment Formula was devised to bring a more 
realistic estimation of producer costs into the 
calculation of target returns. This formula is now 
under review and a new pricing mechanism is 
being considered that will reflect today’s 
conditions. 

In addition to its price support programs, the 
Commission has developed other programs over 
the years as the needs of the market required. 
Export Assistance, Animal Feed Assistance, 
Butter Transportation Assistance, and others, 
have been devised to meet specific needs or to 
correct inequities in the system. 

Another important area of activity is the 
Commission’s involvement in international sales. 
The Commission, as a federal government 
agency, Is In a position to represent Canada on 
the international trading scene and to obtain 
access to markets, on a government-to- 
government basis, which might not otherwise be 
open to the Canadian dairy trade. The Commis- 
sion also provides valuable export assistance to 
Canada’s private traders. Canada now has a 
good international reputation as a dairy exporter 
of quality products and a solid record of meeting 
its trade commitments. 

To meet the challenge of declining butter 
consumption in the seventies, the Commission 
helped the dairy industry develop a strong 
marketing program through increased adver- 
tising and promotion. During the period 1977-78 
to 1980-81, the federal government committed 
$13.3 million and producers contributed an equal 
amount to this program. Federal involvement 
ended in 1980-81 but advertising and promotion, 
now handled by the Dairy Bureau of Canada, 
continues to be a key element in the industry’s 
marketing strategy. 

From 1978 to 1985, the Commission adminis- 
tered a Dairy Research Program. A total of 
approximately $5.6 million was spent on 94 
projects. Although this funding ended in 1985, 
it had achieved its basic objective of demonstrat- 
ing the importance of ongoing research to the 
dairy industry. 

In its twenty years of operation, the Commis- 
sion has managed to coordinate the implementa- 
tion of a wide variety of policies and programs 
and provide a framework for the federal- 
provincial participation that is so crucial to the 
viability of the industry. 

The Commission realizes that it owes much of 
its success to the cooperation of organizations 
such as Dairy Farmers of Canada, the National 
Dairy Council, the Dairy Bureau of Canada and 
provincial agencies and milk marketing boards. 


Milk Supply Management 
Ea is aD ae Ne NO Le SE OE 


HE Canadian Milk Supply Manage- 
ment Committee (CMSMC), chaired 


f , poo Milk Supply Management 
by the Canadian Dairy Commission, 


is responsible for the national An essential objective of Canada’s national dairy policy is to provide 
supply management of industrial a balance — within a formal market-sharing arrangement — between 
milk and cream. This body is made the supply of industrial milk and cream and Canadian requirements 
up of producer and government for manufactured dairy products (butter, cheese, ice cream, yogurt, 
representatives from all provinces skim milk powder, condensed milk, etcetera). 
except Newfoundland, which does Since its establishment in the early seventies, Canada’s comprehen- 
not produce significant amounts of sive national supply management system has met its objective to bring 
milk for industrial purposes. stability to the industry. Gone are the erratic fluctuations of the fifties 
One of the main elements of the and sixties which resulted in unstable markets, uncertain supplies and 
national dairy policy is that the highly variable producer and processor revenues. 
domestic demand for dairy products The quota policies established by the provinces have enabled dairy 
should be supplied to the greatest producers to adjust the size of their enterprises by a variety of methods. 
extent possible from Canadian milk Processors have likewise been able to rationalize the growth and 
production. To achieve this goal, development of their businesses and have provided consumers with 
while avoiding costly surplus pro- a reliable supply of high-quality dairy products at affordable prices. 
duction, the CMSMC sets a national The effectiveness of Canada’s dairy program is often cited as a 
production target or Market Shar- good example in countries which continue to be plagued by excess 
ing Quota (MSQ). This consists of production and large-scale surpluses. 


domestic requirements for manu- 
factured milk products plus tradi- 
tional exports of cheese minus the 
milk equivalent of permitted cheese PROVINCIAL SHARE OF NATIONAL 
imports and the estimated volume MARKET SHARING QUOTA (MSQ) 
of butterfat skim-off from fluid milk. (millions) 

A quota for planned exports of 


: ; July 31, 1986 July 31, 1987 
whole milk products, determined by - a ! ; — 
the CMSMC. is then added to kilograms hectolitres kilograms __ hectolitres 
oan Nee eta MSQ. The of butterfat of milk of butterfat of milk % 
national quota is adjusted periodi- Prince Edward Island 3.161 0.878 3.161 0.878 1.9 
cally through a consensus of the Nova Scotia 2.108 0.586 2.108 0586 13 
CHISG ip ele at siete seed New Brunswick 2.202 0.612 2.202 0.612 1.3 
changes in demand. Quota is shared - —— 
between all provinces under provi- Quebec 80.048 22.236 79.962 22.212 47.6 
sions contained in the National Milk Ontario 52.156 14.488 52.242 14.512 oe 
Marketing Plan. Provinces then allo- Manitoba 6.518 1.811 6.518 1.811 3.9 
CEE Ge TEGRSOLITS SPREE OSA Saskatchewan 4.339 1.205 4.339 1.205 26 
national quota to their producers on 
the basis of quota policies estab- ohiberla WANS es TI als a 
lished in each province. The Plan British Columbia 6.184 1.718 6.178 7 1.716 hil 
establishes the percentage shares of TOTAL 167.907 46.643 167.901 46.639 100 
the national quota and contains pro- 7 _— ao 
visions which should be considered 
when any increases in the national 1.7 million hectolitres. Total indus- butter inventories from 19.3 million 
quota are to be distributed between __ trial milk production in 1986-87 was _ kilograms at the beginning of the 
provinces. 46.8 million hectolitres indicating dairy year to 10.8 million kilograms 


On August 1, 1986, the CMSMC that milk production was once again on July 31, 1987. 
established the national MSQ at 46.6 very closely tied to MSQ. While the At its meeting of July 29-30, 1987, 
million hectolitres, alevel unchanged export quota was set at 1.7 million the CMSMC agreed that the national 


from the previous year. This hectolitres, total exports under this = Market Sharing Quota should be 
consisted of estimated domestic program amounted to 3.4 million maintained at 46.6 million hecto- 
requirements of 44.9 million hecto- hectolitres of milk equivalent. These litres at the start of the 1987-88 
litres and a planned export quota of additional exports were instrumen- _ dairy year. 


tal in reducing the Commission’s 


ACTIVITIES OF THE 
CANADIAN MILK 
SUPPLY MANAGEMENT 
COMMITTEE 


At its first meeting in each dairy 
year, the Committee reviews pro- 
vincial levy responsibility for the 
previous dairy year and also the 
calculation of the amount of butter- 
fat produced in each province on 
which the federal direct payment is 
made. At the same time, the Com- 
mittee decides how it will adminis- 
ter any surplus or recover any 
deficit which may have accumulated 
in the previous year. 

The Committee periodically 
reviews provincial MSQ policies and 
other matters under provincial juris- 
diction which might have implica- 
tions for other provinces, or on the 
operation of the National Milk 
Marketing Plan. 

The Committee regularly receives 
and considers evaluations prepared 
by the Secretariat to the Committee 


on economic or marketing matters 
which impact on producer returns 
such as levels of domestic consump- 
tion, milk production trends and 
forecasts of purchases by the 
Commission of surplus skim milk 
powder. 

The Committee met six times 
during 1986-87. The Committee 
considered, on a number of occa- 
sions, the desirability of tying milk 
production levels to the seasonal 
requirements of the processing 
sector. While the seasonal variation 
of milk production has evened 
significantly over recent years, it is 
important that national and provin- 
cial quota policy administration 
should stimulate greater volumes of 
production in the fall months when 
demand for dairy products is 
greatest. 

Another matter which was dis- 
cussed at Committee meetings was 
the holdback from fluid milk (skim- 
off). There has been no consensus on 
whether this holdback should be 


retained, modified or abolished. 
Active discussion on this matter is 
expected to continue. 

The Committee also considered 
the question of the provincial 
allocation of Market Sharing Quota. 
While the National Milk Marketing 
Plan provides a framework within 
which increases in quota can be 
distributed, there is no provision for 
reallocation of the basic percentage 
share of the national quota appor- 
tioned to each province in the Plan. 
The Committee considered methods 
by which greater flexibility could be 
built into the system. Since no 
decisions were made on the matter, 
the Committee will continue to 
explore this issue. 

The Commission also undertook to 
study some means of adding flexi- 
bility to the Plan in areas of export 
replacements of imported dairy 
products and development of new 
products. There will be a report 
submitted to the Committee early in 
1987-88. 


Cow sculpture, 20x32 cm, Paul-Emile Lavallée, Quebec, 1982, private collection of Bernard Genest. 


INDUSTRIAL MILK PRODUCTION AND REQUIREMENTS COMPONENTS OF NATIONAL 
(million hectolitres) MARKET SHARING QUOTA 


Surpl Oe) 
urpius E le: Actual Fi 
Total Canadian Actual Production he ly ne 2 a4 hie 
MSQ Requirements! Production (deficit) : 
Hectolitres  Kilograms 
1977/78 45.7 43.5 45.9 2.4 of milk of butterfat 
1978/792 64.9 61.9 62.1 0.2 (millions) 
1979/80 48.0 45.6 45.4 (0.2) Domestic Require- 45.3 163.152 
ments = Domestic 
1980/81 48.9 46.6 46.6 Nil Consumption of 
1981/82 48.9 45.0 48.6 3.6 Dairy Products! 
1982/83 46.7 46.4 48.5 2.1 Special Export 17 6.214 
1983/84 47.6 47.6 48,2 0.6 Program 
1984/85 47.4 47.5 48.0 0.5 TOTAL CANADIAN 47.0 169.366 
1985/86 46.6 46.6 46.9 03 REQUIREMENTS 
1986/87 46.6 47.0 46.8 (0.2) ‘Includes historical cheese exports to the U.S. and 
EEC under quota and also takes into account cheese 
‘Actual Domestic Requirements as finally determined at year-end plus planned Export Quota imports and the skim-off fluid milk. 


“Transitional year — 16 months 


PRODUCTION OF INDUSTRIAL MILK AND CREAM 
(thousand kilograms of butterfat) 


Prince 
Edward Nova New British 
Island Scotia Brunswick Quebec Ontario Manitoba Sask. Alberta Columbia CANADA 
1982/83 Fl./Ind.1 747 1,963 1,883 40,661 45,524 5,477 3,049 8,247 6,124 113,675 
Ind.2 2,538 249 269 42,964 9,205 1,215 1,318 2,894 123 60,775 
Total 3,285 2,212 2,152 83,625 54,729 6,692 4 367 11,141 6,247 174,450 
1983/84 Fl./Ind.1 718 1,945 1,986 41,809 46,369 5555 3,395 8,657 6,216 116,650 
Ind.2 2,515 235 248 40,223 8,391 1,207 1,183 2,711 53 56,766 
Total 3,223 2,180 2,234 82,032 54 760 6,762 4578 11,368 6,269 173,406 
1984/85 Fl./Ind.1 740 1,955 2,040 44 142 46,372 5,586 3,493 8,982 6,520 119,830 
Ind.2 2,369 235 223 = 37,878 7,583 1,153 963 2,581 73 53,058 
Total 3,109 2,190 2,263 82,020 53,955 6,739 4456 11,563 6,593 172,888 
1985/86 Fl./Ind.1 892 1,955 1,992 45449 46431 5 349 3,531 9101 6,246 120,946 
Ind.2 2,286 220 208 33,963 7,034 1,123 755 *~~* 2.259 64 47,912 
Total 3,178 2,175 2,200 79,412 53,465 6,472 4,286 11,360 6,310 168,858 
1986/87 Fl./Ind.1 989 2,096 2,051 49.356 45,099 5,492 3,794 9,421 6,269 124,567 
Ind.2 2,199 227 186 30,813 6,513 1,135 523 2,170 132 43 898 
Total 3,188 2,323 2,237 80,169 51,612 6,627 4317 11,591 6,401 168,465 


‘Fluid/Industrial’”’: dairy farms shipping to both the fluid and industrial milk markets. 
2"Industrial’’: dairy farms shipping industrial milk and/or cream. 


LEVIES 


Under provisions of the National 
Milk Marketing Plan, dairy pro- 
ducers assume responsibility for the 
export of surplus dairy products 
and for other marketing activities 
authorized by CMSMC such as the 
Animal Feed and Milk Bread Pro- 
grams carried out within Canada. 

For this purpose, levy funds are 
collected by provincial marketing 
boards and agencies through deduc- 
tions from payments to milk pro- 
ducers and subsequently remitted 
to the Commission, on a monthly 
basis, in accordance with rates and 
conditions established by CMSMC. 

The levy rates, initially estab- 
lished by the Committee for the 
1986-87 dairy year, were reviewed 
and adjusted in November 1986 in 
recognition of a greater than expected 
excess of financing from the previous 
year and improved world prices for 
dairy products. 

Under the revised levy structure 
retroactive to August 1, 1986, prov- 
inces were responsible for the pay- 
ment to the Commission of an in- 
quota levy of $4.61 per hectolitre on 
all milk production within each 
province’s share of national 
domestic requirements and the levy 
rate for production under the 
export quota was set at $30.70 per 
hectolitre. These rates included 
$0.18 per hectolitre to cover the 
Commission’s butter marketing 
expenses which the government 
ceased to finance in April 1986. The 
over-quota levy rate was estab- 
lished at $38.00 per hectolitre for 
milk and at $4.00 per kilogram for 
cream deliveries. The contribution 
from the fluid milk sector to the 
export account continued at the rate 
of $0.3015 per hectolitre on class I 
sales. 

Revenues from provincial pay- 
ments into the export account 
relative to 1986-87 milk production 
consisted of $193.5 million for in- 
quota levies, $36.5 million for export 
quota levies and $7.5 million for 
over-quota levies. The fluid sector’s 
contribution to the export account 
was $7.9 million. 


Levy Structure 
In 1985-86, the CMSMC agreed to a levy structure of three com- 
ponents for the purpose of determining provincial levy responsibilities: 


a) an in-quota levy, mainly to cover the costs of surplus skim milk 
powder which results from meeting butterfat requirements; 


b) an export-quota levy to finance the cost of exports of whole milk 
products under the Special Export Program; 


c) an over-quota levy to cover all costs involved in exporting products 
processed from over-quota milk. 


The application of the levy structure is an individual provincial 


responsibility. 
LEVY RATES 
(dollars per hectolitre of milk) 

Dairy year In quotas Export!.4 Skim off2 Over quota 
1982/83 August 1 4.07 0.33 0.30 20.21 

January 1 4.70 0.44 0.30 27.95 
1983/84 August 1 4.57 0.57 0.30 31.79 
1984/85 August 1 5210 0.65 0.30 34.38 

January 1 ae 1.00 0.30 37.70 
1985/86 August 1 5.14 29.73 0.30 38.00 
1986/87 August 1 4.61 30.70 0.30 38.00 


‘Introduced in 1979/80. 

2Introduced in 1977/78. 

3Since 1982, one third of the special export levy is incorporated into the in-quota levy rate. 

‘Since 1982, the export quota levy covers only two thirds of the costs; one third is incorporated into the in-quota 
levy rate. 


LEVIES REMITTED TO THE COMMISSION BY THE PROVINCES 
(thousands of dollars) 


1982/83 1983/84 1984/85 1985/86 1986/87 


Prince Edward Island $ 4,664 $ 4,067 $ 3,719 $ 4,801 $ 4,281 


Nova Scotia 3,680 3,168 3,792 4,067 5,250 
New Brunswick 2,663 2,932 3,580 3,458 3,394 
Quebec 139,391 117,605 134,697 129,766 119,895 
Ontario 88,133 80,788 84,410 90,775 65,863 
Manitoba 9,032 8,618 9,750 9,016 SIRT 
Saskatchewan 5,324 6,431 6,219 6,068 5,/92 
Alberta 14,212 15,203 18,112 19,387 19,950 
British Columbia 3,741 1,489 11,039 11,932 11,832 
TOTAL $270,8401:2 $240,3011,2 $282,2171.2 $279,2702 $245,414 


'This does not include levies amounting to $2.6 million in 1984-85, $10.1 million in 1983-84, and $8.5 million 
in 1982-83, pertaining to British Columbia which were offset against direct payments to producers of the same 
amount. 

“This includes producer contributions on fluid milk (skim off levy). The amounts of levies on industrial milk and the 
contribution for fluid milk are shown in Schedules B and C of the financial statements. 


Target Returns 
for Industrial Milk and Cream 


gy NE OF THE objectives of the Com- 


mission, as stated in its Act, is “to AND DIRECT PAYMENT 
provide efficient producers of milk (dollars per hectolitre of milk) 
and cream with the opportunity of 


obtaining a fair return for their Assumed market 

- labour and investment.” This has Target returns returns! through 

been achieved by establishing a level formilk = price support + Direct 
Target Return which is derived producers program payment 
from a combination of assumed : (es 


TARGET RETURNS, ASSUMED MARKET RETURNS 


1982 January 1 39.61 33.58 6.03 


market returns (through a price April 1 29 61 33,58 6.03 
support program) and the direct 

August 1 41.02 34.99 6.03 
payment made to producers by the 
federal government. The offer-to- 1983 January 1 41.40 35.57 6.03 
purchase program for butter and April 1 41.66 35.63 6.03 
skim milk powder, which is oper- ; August 1 a 12.00 oo. 6.08 
ated by the Commission, effectively 1984 January 1 43.18 37.15 6.03 
establishes floor prices for these April 1 43.83 37.80 6.03 
commodities and therefore influ- August 1 44.65 38.62 6.03 
ences the prices processors pay 1985 August 16 45.68 39.65 6.03 
producers for industrial milk and 1986 August 1 46 482 40.45 6.03 
cream. The actual market returns = 
producers receive depend on nego- ‘Assumed market returns to milk producers is based on the federal support prices for butter and skim milk powder 
tiations and agreements between excluding an allowance for a processing margin. 


“Includes $0.18 per hectolitre to cover butter carrying charges. 
producer boards and processors at sag awid Px He 


the provincial level. These negotia- 
tions also have an impact on the 
returns producers receive which 
may differ from province to prov- 
ince, not only because of different 
prices but also through different 
product utilization. 

The Returns Adjustment Formula, 
established in 1975, is used during 
the dairy year to adjust the level of 
Target Returns for industrial milk. 
On August 1, 1986, the Target 
Return level was calculated to be 
$46.30 per hectolitre of milk con- 
taining 3.6 kilograms of butterfat, 
and this amount has remained 
unchanged. To this amount was 
added an extra $0.18 per hectolitre 
to cover the butter marketing costs 
of the Commission which the federal 
government had ceased to finance in 
April 1986. 

The pricing mechanism for indus- 
trial milk has been under review 
and it is expected that a new mech- 
anism will be introduced in 1987-88. 


Wood carving depicting butter churning, 10x6x12 cm, Fred Moulding, Regina, Saskatchewan. 


How the Returns Adjustment Formula Is Applied 


The Returns Adjustment Formula is a method of measuring 
changes in the cost of producing industrial milk and cream. The formula 
has three parts: 


1) The index of Cash Input Prices comprises 45 percent of the formula. 
This index represents various costs a dairy producer incurs in run- 
ning his business and is used as a proxy to measure changes in the 
cash costs; 

2) The Consumer Price Index comprises 35 percent of the formula. 
This index is used as a proxy to measure changes in dairy producers’ 
earnings and labour; 

3) The “judgmental factor” is used to reflect producers’ investment 
costs. It has remained at $5.00 per hectolitre since it was first estab- 
lished in 1975 and is not indexed. While it originally constituted 20 
percent of the final formula, it now represents about 11 percent since 
the first two components have been indexed upwards over time. 


RETURNS ADJUSTMENT FORMULA COMPONENTS! 


() Index of the Dairy Cash Input by quarter, Weights in the Index of Cash Input Prices 
fh M0 1982 to 1986 (1970-72 = 100) nee oh Weights 
1983 1984. «19851986. 1987 16 % Dairy Ration 13.4 
| 282.0 303.1 3023 3053 299.3 Other materials and services 
lI 289.7 304.6 305.3 301.2 302.5 index 78 
III 291.2 305.6 303.6 297.7 _ Hired farm labour 6.6 
IV 297.6 299.6 298.6 295.9 = Machinery repairs 3.1 
Fertilizer Fi 
Property taxes 2.8 
3 0 I Consumer Price Index (1981 = 100) Petroleum products 2.0 
() Seed 1.9 
1983 1984 1985 1986 1987 Electricity 19 
114.8 120.8 125.2 130.5 135.8 Building repairs 14 
lI 116.4 121.8 126.6 131.6 We Artificial insemination 6 
III 118.3 122.9 127.8 133.2 — Custom work 4 
V 119.3 123.8 128.9 134.5 i. Total cash cost items 45.0 


It has remained at $5.00 per hectolitre as set in 1975 and is not indexed. 


2(\0 YA Judgmental factor used to reflect producers’ investment costs. 


‘Base: The $25.00 per hectolitre announced for April 1, 1975 is used as the Base Return. 
2ltems from the Statistics Canada ‘Farm Input Price Index’ used as corresponding cash costs to producers. 
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VOLUMES OF BUTTER 
AND SKIM MILK 
POWDER HANDLED 


n August 1, 1986, the Commission 
began the dairy year with 19.3 million 
kilograms of butter and 13.6 million 
kilograms of skim milk powder in 

- inventory. During the year, the 

- Commission purchased 9.8 million 

_ kilograms of butter and 67.9 million 
kilograms of skim milk powder. 
Sales to manufacturers were 18.3 
million kilograms of butter and 
exports were 73.0 million kilograms 
of skim milk powder, leaving a 
closing inventory of 10.8 million 
kilograms of butter and 8.5 million 
kilograms of skim milk powder as at 
July 31, 1987. It should be noted 
that exports of whole milk products 
contributed significantly to lower 
butter inventories. 


CARRYING CHARGES 


The long-term dairy policy, which 
is set until 1991, maintains federal 
government funding of up to $10 
million to cover carrying charges 
associated with the purchase and 
storage of skim milk powder pro- 
duced within domestic requirements. 

Carrying costs associated with the 
offer-to-purchase program and 
transportation assistance on butter 
were recovered from the market 
place as of August 1, 1986, by an 
increase in support prices 
equivalent to $0.18 per hectolitre of 
milk. Provinces return the $0.18 per 
hectolitre to the Commission 
through an increase in producer 
levies of the same amount. The 
carrying charges for butter stocks 
above a normal level are now 
funded by producers. 

After consultation with the 
National Dairy Council and Dairy 
Farmers of Canada, reduced trans- 
portation assistance was paid on 


r<> ‘2 


Price Support Program for 
Butter and Skim Milk Powder 


Offer-to-purchase Program 


The Commission administers an offer-to-purchase program for 
butter and skim milk powder, enabling it to buy these products from 
manufacturers at prices based on the Target Returns level. Support- 
ing the price of both butter and skim milk powder in the market place 
provides a mechanism whereby processors pay producers a sufficient 
return which, when added to the federal direct payment, should provide 
producers with the calculated Target Returns for industrial milk and 
cream production. Establishing Target Returns is simply the setting 
of a dollar amount for a specific quantity of milk (expressed in hecto- 
litres), at a specific butterfat content. 

The program has two other advantages. It enables provincial milk 
marketing agencies to use federal support prices as a guide to their 
own pricing levels for various uses of industrial milk and cream. 
Secondly, it allows the Commission to hold butter stocks in reserve, 
thus ensuring a plentiful supply of butter at all times. 


MARKETING ACTIVITIES OF THE COMMISSION 
(millions of kilograms) 


Stocks at 
Purchases Sales year-end Imports 

Butter 

1982/83 21.30 19.80 30.33 - 

1983/84 26.60 28.00 28.93 - 

1984/85 23.50 29.50 22.50 ~ 

1985/86 13.20 16.40 19.30 - 

1986/87 9.80 18.30 10.80 = 
Skim milk powder 

1982/83 105.60 141.60 15.44 - 

1983/84 82.00 78.20 18.99 — 

1984/85 76.90 75.80 20.09 — 

1985/86 63.40 69.90 13.59 = 

1986/87 67.90 73.00 8.50 4.991 


' Imported from the U.S. by the Commission and sold for animal feed. 


Weathervane, 28x17 em, St. Jean de Matha, Quebec. 
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direct block butter sales between 
processors. This also significantly 
reduced the volume of butter pur- 
chased by the Commission, which 
resulted in savings in the financing, 
storage, and handling costs of 
butter for domestic needs. The cost 
of transportation assistance on 
movements of butter were equally 
divided between sales from the 
Commission inventories and direct 
sales by processors. Lower negoti- 
ated freight rates in association 
with the above factors contributed 
to the reduction in carrying charges 
to the programs. 


All of the changes related to carry- 


ing charges have been designed to 
create more efficiency and market 


orientation as indicated in announce- 


ments of the long-term dairy policy 
in January 1986. 


FEDERAL SUPPORT PRICES 
FOR BUTTER AND 
SKIM MILK POWDER 
(dollars per kilogram) 
Effective Skim milk 
Date Butter powder 
1982 Jan. 1 4.13 2.46 

April 1 4.17 2.50 
Aug. 1 4.33 2.59 
1983 Jan. 1 4.38 2.61 
April 1 4.42 2.65 
Aug. 1 4.55 Zile 
1984 Jan. 1 4.60 2.74 
April 1 471 2.79 
Aug. 1 4.78 2.85 
1985 Aug. 16 4.929 2.922 
1986 Aug. 1 5.035 2.978 


SUPPORT PRICE STRUCTURE 


The relationship of federal support prices for butter and skim milk powder to 
the Target Returns Level or Price for industrial milk. 


Offer-to-purchase support prices as of August 1, 1986: 


BUTTER 

reiwsen $5,035 

ESS re hey 
$21.75 | 21.75 

ee OL 

Amount of skim milk 


powder in one hectolitre 8 ? 
of milk x ' 4 


$24.54 +24.54 


MARKET PRICE 


arent $46.29 


Assumed Processors’ 

Margin (per hectolitre) ad 5,84 

ESTIMATED 

PRODUCERS MARKET 

RETURNS (per $40.45 > 40,45 
hectolitre) 


Direct Payment + 6 03 


(per hectolitre) 


GOVERNMENT OF 
CANADA TARGET 46 48! 
RETURNS LEVEL : 


(per hectolitre) 


‘Includes $0.18 per hectolitre for butter carrying charges. 
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Direct Payments to Producers 
EEE Ras a EEE EA Da Ne 


N ACCORDANCE with the provisions 
of the existing dairy policy, the gov- 


DIRECT PAYMENTS TO DAIRY PRODUCERS 


ON INDUSTRIAL MILK AND CREAM! 


ernment continued direct payments thousands of dollars) 
to producers on industrial milk and 
cream deliveries to meet domestic 1982/83 1983/84 «984/85 «=s«1985/86 «=Ss«1 986/87 
requirements and on 1.1 million 
hectolitres of milk produced under Prince Edward Island $ 5,350 $ 5,394 $ 5,206 $ 5,215 $ 5,286 
te Oe Ne ens Nova Scotia 3,493 3,574 3,578 3,483 3,531 
ese direct payments, w 

Pr asithiy ae art of the target _New Brunswick 3,632 3,758 3,780 3,632 3,683 
price used to determine payments Quebec 132,470 136,316 135,611 132,004 133,747 
to producers for industrial milk and Ontario 89,171 90,438 89,996 86,227 86,450 
eee ae aoa Manitoba 10,684 11,047 11,044 10,759 10,903 

e price of processed da rod- 
nae ; Meters tis thos stimu —_SesKatchewan 7,291 7,392 7,388 7,199 7,231 
lating consumption and contributing Alberta 18,706 18,986 19,140 18,518 18,718 
to the maintenance of a sizeable British Columbia 542 462 7,8692 10,274 10,363 
dairy industry. TOTAL $270,851 $276,951 $283,612 $277,311 + ~—«-$279,912 

The direct payment was $6.03 per zs j > 
hectolitre of milk with a butterfat "Includes direct payments on 1. 1 million hectolitres of milk for the Special Export Program in 1985/86 and on 2.2 million 

fo Cinioeram or $1 675 hectolitres in each of the previous three years for those provinces participating in the program. are 

content of 3. grams, : 2The amounts shown do not include $2.6 million in 1984-85, $10.1 million in 1983-84, and $8.5 million in 1982-83 in 


per kilogram of butterfat (unchanged direct payments pertaining to British Columbia milk shippers because the amounts were applied against levy receivable 
since 1975-76). The direct payment from that province. 
now represents 13.0 percent of the 
Target Returns level for industrial 
milk compared to 24.0 percent in 1975. 
For the 1986-87 dairy year, the 
direct payments totalled $279.9 
million and they covered 167.1 
million kilograms of butterfat 
(45.3 million hectolitres of milk) 
used for domestic requirements and 
3.96 million kilograms of butterfat 
(1.1 million hectolitres of milk) 
produced under the export quota. 


Painting depicting Ukrainian settlers in Western Canada, Ann Harbuz, North Battleford, Saskatchewan. 
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NUMBER OF DAIRY FARMS 


Prince 
Edward Nova New British 
Island Scotia Brunswick Quebec Ontario Manitoba Sask. Alberta Columbia CANADA 
1982/83 Fl./Ind.1 140 650 546 8,551 10,025 1,231 756 1,509 TiilSammetoed 
Ind.2 514 2 — 11,260 1,458 _ 106 332 16 13,688 
Creams 296 254 318 39 2,617 2,539 2,815 2,814 33 whle725 
Total 950 906 864 19,850 14,100 3,770 3,677 4,655 1,164 49,936 
1983/84 Fl./Ind.1 140 636 526 8,759 9,910 1,234 753 1,455 1,086 24,499 
Ind.2 504 1 0 10,420 1,280 0 81 305 9 12,600 
Creams 275 213 261 31 2,412 2,148 2,256 2,140 24 9,760 
Total 919 850 787 = =19,210 13,602 3,382 3,090 3,900 1,119 46,859 
1984/85 Fl./Ind.1 152 625 532 9,009 9,817 1,199 776 1,427 1,071 24,608 
Ind.2 468 0 0 9,560 1,073 0 54 280 9 11,444 
Creams 256 211 238 25 2,244 1,859 1,970 1,763 ) 8,575 
Total 876 836 770 =: 18,594 =: 13,134 3,058 2,800 3,470 1,088 44,627 
1985/86 Fl./Ind.1 153 602 Bina 9,294 9,612 1,158 787 1,392 1,058 24,583 
Ind.2 433 _ — 8,604 919 o- 35 236 5 10,232 
Cream 234 194 199 18 2,111 1,649 1,712 1,391 2 7,510 
Total 830 796 716 17,916 12,642 2,807 2,534 3,019 1,065 42,325 
1986/87 Fl./Ind.1 168 595 502 9,493 9,406 1,130 756 1,370 1,046 24,466 
Ind.2 405 20 — 7,491 832 — — 244 15 9,007 
Creams 209 162 178 72 1,919 1,469 1,419 1,168 < 6,599 
Total 782 777 680 17,056 12,157 2,599 2,175 2,782 1,064 40,072 


Fluid/Industrial’’: dairy farms shipping to both the fluid and industrial milk markets. 
2"Industrial’’: dairy farms shipping industrial milk and/or cream. 
3“Cream’’: dairy farms shipping farm-separated cream. 


Hand-hooked rug, 95x57 em, St. Isidore, Quebec, Nettie M. Sharpe Collection. 
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HE COMMISSION’S activities in the 
domestic market are essentially 
divided into price support programs 
and the development and promotion 
of existing and new opportunities to 
produce and sell more Canadian 
dairy ingredients. These efforts 
complement the activities of Agri- 
culture Canada, other government 
and private agencies and individual 
industry participants. 

While opportunities exist for 
successful market expansion using 
milk at full domestic prices, some 
production activities can only pro- 
ceed in Canada if the milk ingredient 
costs are reduced to those of similar 
ingredients in competing imported 
products. Because of its unique posi- 
tion in the industry, the Commission 
has concentrated in this latter area 
of market development. It must be 
emphasized that the initiatives in 
this area of price reduction are 
financed by dairy producers and not 
by the government. 

The most successful example 
remains the five-year-old Animal 
Feed Assistance Program under 
which skim milk powder usage in 
animal feeds grew 29.6 percent in 
1986-87 to 15.6 million kilograms. 
This producer-funded Program, 


Domestic Marketing 


approved by the CMSMC, has 
enabled a rebirth of the milk-fed 
veal industry in Canada. It provides 
increased prices to dairy producers 
for their surplus dairy bull calves 
and higher prices for the volumes 
of skim milk powder used in the 
program which would otherwise 
have been exported, usually at a 
lower price. It has also reduced 
government-financed carrying 
charges for skim milk powder 
(interest, storage, transport) by 

$1 million in 1986-87. 

This year, about 5 million kilo- 
grams of skim milk powder for 
animal feed was sourced from the 
United States. This was done in 
order to make available an equiva- 
lent volume of fresh Canadian 
powder to meet our commitments 
with our foreign clients. 

The Animal Feed Assistance Pro- 
gram is expected to expand at a 
reduced rate from last year to about 
18 million kilograms annually. 

Another successful program has 
been the reintroduction of skim milk 
powder in bread. In order to sign up 
bakeries to make Milk Bread, the 
Program was initially launched on 
the basis of joint venture funding of 
promotion and advertising in addi- 


tion to a price discount on the skim 
milk powder used. Bakery participa- 
tion is now Canada-wide which will 
enable a switch to generic promotion 
of this product in the upcoming year. 

Still another market which is 
receiving attention is that of choco- 
late crumb which, in the past, 
required substantial quantities of 
Canadian whole milk. In recent 
years, domestic production has been 
almost completely eroded by 
imports. Discussions are continuing 
with former domestic manufacturers 
to identify conditions which would 
make domestic production competi- 
tive with imported crumb. The 
whole milk involved would replace 
export sales of equivalent volumes 
and generate considerable increased 
economic activity in Canada. 

The market conditions to justify 
the production and marketing of 
fractionated butter in Canada are 
also improving. While the technology 
is generally available, the combina- 
tion of production costs and small 
markets have not encouraged a pro- 
cessor to invest in this more sophis- 
ticated product line. Incentives to do 
so are being considered. 


Concen- Sweetened 
Fluid or table trated Condensed Skim 

milk & Cheddar! Processed? Specialty’ Total whole whole milk Cottage Ice 

cream Butter cheese cheese cheese cheese milk milk powder cheese cream Yogurt 

Litres KIIOQTAMS ss eeveccccccccccccccsscccscvcccccccces vesesesseessesssssesesens WES cooocoooC 
1976 103.25 5.08 1.69 1.96 2.69 6.34 3.71 0.29 2.79 1.07 12.18 0.89 
1977 104.95 4.59 1.39 2.01 2.96 6.36 3.95 0.35 3.50 1.14 12.50 1.18 
1978 106.63 4.56 1.34 2nd 3.29 6.80 4,32 0.37 0.41 fat 12.22 1.68 
1979 109.54 4.45 1.78 2.05 3.49 182 2.47 0.38 2.18 1.14 12.94 1.69 
1980 109.86 4.52 1.79 2.14 3.56 7.49 2.20 0.53 1.80 1.25 12.96 1.69 
1981 109.25 4.43 1.76 2.18 3.74 7.68 2d 0.51 1.99 1.28 12.80 1.67 
1982 109.02 4.28 1.44 2.20 3.96 7.60 2.49 0.46 2.41 1.21 12.31 sae 
1983 108.43 4.36 1.47 2.21 3.91 7.59 2.91 0.55 175 Lee 12.51 1.89 
1984 108.10 4.25 lev2 2.08 4.29 8.09 1.20 0.53 Ze deo? 11.98 2:42 
1985 106.07 4.09 2.14 2.03 4.65 8.82 2.39 0.53 1.81 1.34 12.22 2.41 
1986 105.99 3.98 2.34 1.94 ae 9.45 1.61 0.44 As 1.28 12.34 2.74 


‘Does not include cheese used in ‘processed cheese.”’ 


Cheese equivalent of processed cheese (assumed to be 73% cheese by volume). Starting in 1975, 95% assumed to be of cheddar, and the balance of variety 


5Per capita disappearance based on population, July 1st. 


Sources: Statistics Canada, Agriculture Canada 
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IMPORT CONTROLS 


The Commission has been very 
active over the past year in assess- 
ing the impact of imports of various 


dairy products and dairy ingredients. 


Some of the imports are consid- 
ered to be in contravention of the 
spirit and intent of existing Cana- 
dian import control measures for 
dairy products. In 1986, the govern- 
ment issued a technical clarification 
of the definition of dry blends cate- 
gory in an effort to address an 
apparent ambiguity. Initiatives 
taken by federal agencies to stop 
illegal imports will hopefully clarify 
regulations covering the import 
of dry blends containing dairy 
ingredients. 

When the foreign dairy ingre- 
dients contained in imported blends 
displace domestic production, they 
cause serious financial losses to 
Canadian dairy producers who must 
export equivalent volumes of Cana- 


dian milk displaced by these imports. 
There will continue to be close moni- 


toring of the situation and action 
taken where appropriate. 


Import controls on dairy products 


The implementation of a national supply management system for 
industrial milk production has allowed Canada to develop a wide range 
of measures to protect the domestic dairy industry from imports of low- 
priced dairy products which are frequently highly subsidized by foreign 
governments. Import controls are administered by the Department 
of External Affairs under provisions of the Export and Import Permits 
Act. 

There is an import quota for limited amounts of buttermilk powder 
and condensed milk and for an annual volume of 20.4 million kilograms 
of cheese. The cheese quota has been fixed at this level since 1978 so 
all growth in Canadian cheese consumption since then has been filled 
by domestic production. Nevertheless, imports of cheese into Canada 
continue to represent a considerably greater proportion of domestic 
consumption than is the case with the United States or the European 
Economic Community. 


DOMESTIC CHEESE CONSUMPTION 


CHEESE IMPORTS / CHEESE EXPORTS 
1982-1986 


MILLIONS OF KILOGRAMS 


300 


260.3 


290 


ES 


1982 1983 1984 1985 1986 


cu DOMESTIC CHEESE CONSUMPTION 
CHEESE IMPORTS 
a CHEESE EXPORTS 
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HE Commission, together with 
private exporters and the Canadian 
International Development Agency 
(CIDA), succeeded in exporting the 
equivalent of 3.4 million hectolitres 
of milk in 1986-87. These exports, 

_ valued at over $162 million, con- 
tributed significantly to reducing 
our butter stocks. 

During the course of the 1986-87 
dairy year, world prices for dairy 
products increased, primarily in the 
last six months. Many factors con- 
tributed to this increase: the Cher- 
nobyl contamination, the drought in 
New Zealand and Australia, the 
U.S. dairy herd buy-out program 
and the European Economic Com- 
munity’s decision to reduce milk 
quotas. These factors all had an 
impact on the availability of dairy 
products on world markets. More- 
over, Brazil, an occasional buyer, 
purchased a large volume of cheese, 
butter, skim milk powder and whole 
milk powder during the year. 

The Commission was able to 
replace traditional exports of evap- 
orated milk with whole milk powder 
products and to encourage cheese 
exports to new markets. A sale of 
1.7 million kilograms of unsalted 
butter to Morocco was also com- 
pleted before year-end. 

Approximately sixty percent of 
the export program was carried out 
by Canadian exporters, with the 
remaining forty percent resulting 
from the Commission’s dealings 
with foreign governments. 


SKIM MILK POWDER 


Exports of skim milk powder 
totalled 67.9 million kilograms, with 
Mexico remaining our largest buyer. 
CIDA purchased approximately 
15.7 million kilograms under its food 
aid program. The Commission also 
sought to promote exports of skim 
milk powder for specialized uses 
because such markets generally pay 
higher prices. As a result, the sell- 
ing price of skim milk powder was 
slightly higher than anticipated. 


International Marketing 


Loading of whole milk powder for shipment to offshore markets. 


BUTTER 


The substantial stocks of butter 
stored by the EEC continued to 
depress international butter prices 
during the 1986-87 dairy year. The 
Commission was nevertheless able 
to sell 1.7 million kilograms of 
butter to reduce its stocks. 


EVAPORATED MILK 


The Commission has almost com- 
pleted its shipments of evaporated 
milk under a contract negotiated 
with Nigeria in 1985. It also sup- 
plied 600,000 cartons of evaporated 
milk to Libya. However, the tradi- 
tional Algerian market no longer 
exists because its needs are now 
met by instant whole milk powder. 


WHOLE MILK POWDER 
The Commission was able to sell a 


substantial quantity of this commod- 


ity to Algeria. In all, the Commis- 
sion exported 16.2 million kilograms 


of whole milk powder through govern- 


ment-to-government transactions or 
private traders. 
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DAIRY PRODUCTS 
EXPORT ASSISTANCE 
PROGRAM 


Over thirty percent of all the 
Commission’s international trans- 
actions came under this program. 
Many dairy products, ranging from 
cheese and butter to UHT milk, 
benefitted from the program under 
which Canada exported allowable 
quotas of cheese to the United 
Kingdom and the United States. 
Our total exports of cheese for the 
year were 13.8 million kilograms. 


CHEESE EXPORTS 
(millions of kilograms) 


Dairy Calendar 
Year Year 
1986/87 1986 


Aged Cheddar 
Cheese to: 
United Kingdom 3.1 2.9 
United States 0.9 0.6 
Other Countries 3.8 5.4 
Other Cheese to: 
United States 1.4 1.2 
Other Countries 46 2.1 
TOTAL EXPORTS - . 13.8 . 12.2 


DISPOSITION OF 
SKIM MILK POWDER 
(millions of kilograms) 


Export sales in the form of 
skim milk powder 


MEXICO 31.3 

CIDA 15.7 

PERU 12.4 

UNITED STATES in bond market 20 

PHILIPPINES de 

OTHERS 48 
67.9 

Volumes of skim milk powder 

sold for: 

ANIMAL FEED (domestic) 15.6! 

BABY FOOD (export) 1.8 

MILK BREAD (domestic) 04 
17.8 

Volumes of skim milk powder 

exported in the form of whole 

milk products in order to 

reduce surplus butter stocks 9.3 


1Of this total, 4.99 million kilograms were im- 
ported from the U.S. and sold directly by the 
Commission for animal feed. 


Cow sculpture, 41010026 em, Arthur Bouchard, Quebec. 
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HE Canadian Dairy Commission 
receives advice from the Consulta- 
tive Committee on matters relating 
to the domestic marketing of dairy 
products. This nine-member Com- 
mittee is appointed by the Minister 
of Agriculture and represents the 
interests of the consumer, retailer, 
processor and milk producer. 

The Committee met once during 
the year to review the progress in 
several areas of major concern to 
the dairy industry. In the matter of 


Consultative Committee to 
the Canadian Dairy Commission 


the Canada/U.S. free trade discus- 
sions, the Committee urged the 
Commission to ensure it is 
consulted in order that its views on 
behalf of the industry are known 
and considered. In the area of new 
domestic market initiatives, the 
Committee recommended that the 
Commission continue to pursue the 
possibility of regaining chocolate 
crumb production lost to imports. 
Also reviewed and encouraged 
were the special promotion 


activities to increase skim milk 
powder usage in Milk Bread and 
test marketing of a Special Butter 
Program in the Maritimes. 

The Committee endorsed the 
increased cooperation between the 
Commission and Agriculture Canada 
to resolve challenges facing the 
dairy industry. 

The terms of several Committee 
members expired during the year 
and potential replacements are 
being considered. 


Butter mold, 9 em in diameter, Port Hope, Ontario, 1875, Patricia and Ralph Price Collection. 
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OPERATING RESULTS 


HE COMMISSION'S financial activities 
centre around a dairy support pro- 
gram and a marketing operations 
program. Therefore, two sets of 
operating statements have been 

_ prepared to account for the cost of 
operations and related financing. The 
dairy support program operations 
are financed by the Government of 
Canada through parliamentary 
appropriation while marketing 
operations are financed by the dairy 
producers of Canada. 


DAIRY SUPPORT 
PROGRAM 


Financing provided by the Govern- 
ment of Canada for the dairy sup- 
port program operations amounted 
to $287.1 million for the current year 
compared to $292.2 million for 
1985-86. From these funds, $279.9 
million were used to finance direct 


Financial Review 


payments to dairy producers; $2.2 
million were related to the price 
support program which includes 
interest on loans, storage, handling 
and transportation charges for skim 
milk powder bought by the Commis- 
sion under this program; and $4.5 
million were for administrative 
expenses. Thus, the overall govern- 
ment contribution decreased by $5.1 
million compared to the 1985-86 
dairy year. 


MARKETING 
OPERATIONS 


The statement of marketing opera- 
tions highlights the costs incurred in 
marketing butter domestically, as 
well as butter, skim milk powder and 
whole milk products internationally. 
The total cost of marketing opera- 
tions amounted to $232.2 million 
compared to $243.3 million in 
1985-86, a decrease of $11.1 million 
reflecting lower volumes of sales, 
decreased inventories and higher 
international prices. 


Management Responsibility 
for Financial Statements 


MVM ANAGEMENT is responsible for the 


financial statements and related 
information presented in this annual 
report in accordance with the 
Financial Administration Act 
(FAA) and its regulations. The 
financial statements have been 
prepared in accordance with 
generally accepted accounting 
principles and where appropriate, 
include amounts based on manage- 
ment’s estimate and judgement. 
The Commission has maintained 
books of account, records, financial 
and management control, informa- 
tion systems and management prac- 


tices. These are designed to provide 
reasonable assurance that assets are 
safeguarded and controlled, the 
transactions of the Commission are 
in accordance with the FAA, the 
applicable regulations, the Canadian 
Dairy Commission Act and its 
by-laws. 

The audit committee meets to 
review internal controls, financial 
statements and reports from exter- 
nal and internal auditors. It also 
discusses the implementation of the 
suggested improvements in internal 
controls with the auditors and 
management. 
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The financial contributions from 
provinces, collected in the form of 
levies from milk producers, amounted 
to $245.4 million during the year 
compared to $279.3 million for 
1985-86. 

The excess of financing over the 
cost of marketing operations during 
the year amounted to $13.2 million 
compared to $36.0 million for 
1985-86. 


FINANCIAL POSITION 


There has been a decrease in trade 
accounts receivable from $20.1 mil- 
lion at July 31, 1986 to $13.1 million 
in the current year. 

Accounts receivable from the 
Government of Canada have 
increased to $55.3 million from 
$53.9 million at July 31, 1986. 

Producer levies receivable from 
provinces declined to $78.4 million 
compared with $95.8 million at July 
31, 1986. 


The Commission’s financial state- 
ments, accounting records and inter- 
nal controls are independently 
audited by the Auditor General of 
Canada whose report is included 
herein. 


V4 Qe 


Roch Morin 
Chairman 


Wil Grad: 


Paul Simard 
Director of Finance 


Audited Financial Statements 


RFR eporr to the Minister of Agriculture on the examination of the accounts 
and financial statements of the Canadian Dairy Commission for the year 
ended July 31, 1987. 


AUDITOR’S REPORT 


To the Minister of Agriculture 


I have examined the balance sheet of the Canadian Dairy Commission as 
at July 31, 1987 and the statements of marketing operations and financing by 
producer levies and dairy support program operations financed by Govern- 
ment of Canada for the year then ended. My examination was made in 
accordance with generally accepted auditing standards, and accordingly 
included such tests and other procedures as I considered necessary in the 
circumstances. 

In my opinion, these financial statements present fairly the financial 
position of the Commission as at July 31, 1987 and the results of its 
operations for the year then ended in accordance with generally accepted 
accounting principles applied on a basis consistent with that of the preceding 
year. 

Further, in my opinion, the transactions of the Commission that have 
come to my notice during my examination of the financial statements have, in 
all significant respects, been in accordance with Part XII of the Financial 
Administration Act and regulations, the Canadian Dairy Commission Act and 
the by-laws of the Commission. 


D. Larry Meyers, F.C.A. 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 7, 1987 
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Loans from Government of Canada (Note 6) 


FINANCING BY PRODUCER LEVIES. 
Excess of financing over cost of marketing 
operations (Note 7) 


Approved: 


Chairman 


Vice-Chairman 


Director of Finance oy 
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STATEMENT OF MARKETING OPERATIONS AND 


FINANCING BY PRODUCER LEVIES 
for the year ended July 31, 1987 


1987 1986 
(in thousands) 
Sales — Export $ 128,188 $ 152,546 
— Domestic 87,766 77,974 
215,954 230,520 
Costs of goods sold — Export 285,081 289,024 
— Domestic 58,788 51,944 
343,869 340,968 
Loss on sales 127,915 110,448 
Assistance and expenses 
Dairy product assistance 60,698 60,695 
Inventory write down and losses on 
purchase commitments 29,321 64,203 
Carrying charges 6,549 4,648 
Provision for doubtful accounts 3,700 2,300 
Promotion and donation 3,584 1,220 
Transport assistance 634 359 
Capital assistance recoveries (220) (615) 
104,266 132,810 
Cost of marketing operations 232,181 243,258 
Financing by producer levies (Note 7) 
Industrial milk (Schedule B) 237,460 271,400 
Fluid milk (Schedule C) 7,954 7,870 
245,414 279,270 
Excess of financing over cost of 
marketing operations (Schedule D) 13,233 36,012 
Excess at beginning of year 36,012 - 
49,245 36,012 
Refunds of excess of financing over 
cost of marketing operations (26,000) — 
Excess of financing over cost of marketing : 
operations at end of year $ 23,245 $ 36,012 
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NOTES TO FINANCIAL STATEMENTS 
July 31, 1987 


1. The Commission 


The Canadian Dairy Commission is a Crown corporation named in 
Schedule C, Part I of the Financial Administration Act and is not subject to 
the provisions of the Income Tax Act. The objectives of the Commission, as 
established by the Canadian Dairy Commission Act 1966-67, are “‘to provide 
efficient producers of milk and cream with the opportunity of obtaining a fair 
return for their labour and investment and to provide consumers of dairy 
products with a continuous and adequate supply of dairy products of high 
quality.” 


2. Significant accounting policies 


Foreign currency translation 

Each asset, liability, revenue and expense arising from a foreign currency 
transaction is translated into Canadian dollars at the exchange rate in effect 
at the date of transaction. Monetary items denominated in a foreign currency 
at the balance sheet date are adjusted to reflect the exchange rate in effect 
at that date. Any exchange loss or gain, arising on translation or settlement 
of a foreign currency item, is charged or credited to marketing operations 
financed by producer levies. 


Inventories 
Inventories are valued at the lower of cost and net realizable value. 


Purchase commitments 


Purchase commitments are made pursuant to the offer-to-purchase 
program or for other dairy products not in inventory to meet sales commit- 
ments. The offer-to-purchase program is designed to manage the supply of 
industrial milk and cream in Canada so that domestic and export require- 
ments for manufactured dairy products are met while avoiding surplus 
production. 

Losses on commitments to purchase production prior to July 31, 1987 of 
skim milk powder at Canadian support prices and other dairy products at 
negotiated contract prices, which are usually higher than export prices, are 
charged to marketing operations financed by producer levies at the time the 
purchase commitment is made. 


3. Trade accounts receivable 


Trade accounts receivable are net of an allowance for doubtful accounts of 
$8.3 million (1986 — $4.6 million). 


4. Inventories 


1987 1986 
(in thousands) 
Cost 
Butter $ 53,171 $ 93,063 
Skim milk powder 25,974 39,692 
Other dairy products 8,541 12,803 
87,286 145,558 
Less allowance for write down 
Butter 390 24,749 
Skim milk powder 16,668 26,468 
Other dairy products 4773 4,391 
21,831 55,608 
Net book value $ 65,455 $ 89,950 


Inventories, which are initially recorded at cost, have been written down to 
their net realizable values as the prices of surplus dairy products are substan- 
tially lower on the world market than domestic support prices and costs. The 
inventory write down has been charged to marketing operations financed by 
producer levies. 


5. Commitments 


As at July 31, 1987, the Commission was committed to purchase skim milk 
powder produced prior to that date at Canadian support prices and other 
dairy products at negotiated contract prices for approximately $11.4 million 
(1986 — $13.7 million). Losses which may result from these purchases at 
higher than export prices have been estimated at approximately $7.5 million 
(1986 — $8.6 million) and have been charged to marketing operations financed 
by producer levies. 


6. Loans from Government of Canada 


The loans are obtained to finance the purchase of dairy products under the 
dairy support program. There are no specific terms of repayment. However, 
loans are repaid on a regular basis as and when funds are available. The 
Commission is authorized to borrow to a maximum of $300 million. Interest is 
calculated on a simple basis and paid at the time of any principal repayment. 
The interest rates during the year varied from 6.923% to 9.25% (1986 — 
8.125% to 11.875%). 


Loan transactions for the year are summarized as follows: 


1987 1986 
(in thousands) 
Balance at beginning of year $ 127,241 $ 238,599 
Borrowings 299,608 289,410 
Repayments (341,683) (401,719) 
Accrued interest at end of year 603 951 
Balance at end of year $ 85,769 $ 127,241 
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7. Financing 


Government of Canada 


The Agricultural Stabilization Board, through Agriculture Canada Vote 15, 
provides financing to the Commission for the benefit of producers for the 
purpose of stabilizing the price of industrial milk and cream. During the year 
ended July 31, 1987, financing for this purpose amounted to $279.9 million. In 
addition, interest expense and carrying charges associated with the purchase 
of skim milk powder amounting to $2.2 million are financed by the 
Government of Canada up to a maximum of $10 million. 

Administrative expenses are financed by Agriculture Canada Votes 40 and 
45 (1986 — Votes 40 and 55). 


Producers 


Producers are responsible for all costs of disposal of surplus products 
including all losses on special export production under the export quota 
program and for carrying charges on surplus dairy products except for skim 
milk powder. These costs are financed through producer levies which are 
charged and collected by the provincial marketing boards and agencies and 
remitted to the Commission. 

In accordance with Section 36 of the Memorandum of Agreement to the 
National Milk Marketing Plan, the treatment of any excess of financing by 
producer levies in respect of marketing operations is determined by the 
Canadian Milk Supply Management Committee. 


8. Agents’ commissions 


The Commission has used the services of agents for the sale of dairy 
products on the export market. Sales commissions, which are included in cost 
of goods sold, are as follows: 


1987 1986 
(in thousands) 
Coopérative Fédérée de Québec, Canada % 780 $ 1,895 
L. & M. Exports Inc., Canada 565 631 
Intercontinental, Mexico 710 559 
Gestion Y. Dessarrollo — Commercial S.A., Peru 581 433 
Canada Expa (1980) Inc., Canada 3 3 
$ 2,639 $ 3,517 


9. Financial statement presentation 


A statement of changes in financial position has not been included because, 
in the opinion of management, it would not provide any meaningful additional 
information. Further, certain comparative amounts have been reclassified to 
conform with the presentation adopted in the current year. 


27 


‘Subsidies are paid at a rate of $1 675 per kilogram of butterfat on eligible sh 


Ss 
2g 
a8 

pee: 
? : 
; 
+ 
5 


et 


se 


28 


SCHEDULE B 


PRODUCER LEVIES ON INDUSTRIAL MILK 
for the year ended July 31, 1987 


Milk Shipments Producer Levies 
In Quota Over Quota Total 
1987 1986 1987 1986 1987 1986 1987 1986 
(in thousands of litres) (in thousands) 

Prince Edward Island 76,132 76,826 $ 4,239 $ 4,629 S = 39 130. $4,239 §$ . 4,759 

Nova Scotia 58,014 53,249 2,937 3105 1,966 612 4,903 3,717 

New Brunswick 54,546 53,793 3,018 3,247 164 - 3,182 3,247 

Quebec 2174,790 2,174,677 117,861 ~—«*127,749 & 417861 127,749 
Ontario 1,246,143 1,291,746 62,882 —«76,385 — faces 62862 a7 848 

Manitoba 151,467 147,709 8376 8,696 492 . 8,868 8,696 

Saskatchewan 104,360 100,133 5,454 5,775 = S 5.454 «5,75 

Alberta 996,777 287,651 +~=«'16,111:~S—=«*7,162~SCt*«;« 08 1449 19170 18,611 

British Columbia 173,088 169,961 9,123 9.834 «1,778 1164 10,901 ~—«-10,998 


4,335,317 4,355,745 $ 230,001 $ 256582 $ 7,459 $ 14,818 $ 237,460 $ 271,400 


SCHEDULE C 


Producer Levies! 


1987 1986 


(in thousands) 

Prince Edward Island $ 42 $ 42 

Nova Scotia oo. ee 

New Brunswick ; 212 211 

Quebec : g 2,034 7 207 
~ Ontario co 7 298 2,927 

Manitoba 7 329 7 20 
Saskatchewan” 298 293 
~ Alberta ee 780 Tie 
British Columbia . ; 931 934 
7 € 7054 § 7870 

Sales (in thousands of litres) 2,645,303 2,610,789 
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SCHEDULE D 


MARKETING OPERATIONS AND FINANCING BY PRODUCER LEVIES 
for the year ended July 31, 1987 


1987 
Skim 
Milk Evaporated Other 
Butter Powder Milk Products! Total 
(in thousands) 
Sales — Export $1,938 $ 73,879 $ 28,128 $ 24,243 $ 128,188 
— Domestic 82,027 D130 — — 87,766 
83,965 79,618 28,128 24,243 215,954 
Cost of goods sold — Export 9,532 171,280 41,856 62,413 285,081 
— Domestic 55,081 3,707 — — 58,788 
64,613 174,987 41,856 62,413 343,869 
(Profit) loss on sales (19,352) 95,369 13,728 38,170 127,915 
Assistance and expenses 
Dairy product assistance 828 22,042 1,410 36,418 60,698 
Inventory write down and losses 
on purchase commitments 390 22,524 RArS 232 29,321 
Carrying charges 5,701 96 572 180 §,549 
Provision for doubtful accounts _ — 2,800 900 3,700 
Promotion and donation 2,004 1,571 9 — 3,584 
Transport assistance 634 _ — — 634 
Capital assistance recoveries _ o (220) _ (220) 
9,557 46,233 5,746 42,730 104,266 
Cost of marketing operations $ (9,795) $ 141,602 $ 19,474 $ 80,900 232,181 
Financing by producer levies 245,414 
Excess of financing over cost of $ 13,233 
marketing operations 
Volume 
(in millions) 
Kilograms Kilograms Cases Kilograms 
Sales 18.3 73.0 15 14.8 
Purchases 9.8 67.9 1.1 15.9 


"Includes whole milk powder and cheese. 
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Volume 
(in millions) 


Kilograms 


69.9 
63.4 
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MISSION STATEMENT 


THE Canadian Dairy Commission plays a 
key role in the implementation of federal dairy 
policy and thus promotes the development and 
maintenance of a healthy and viable dairy industry 
in Canada. Working closely with producers, proces- 
sors, provincial milk marketing boards/agencies and 
exporters, the Commission advises the Minister of 
Agriculture on matters relating to the dairy industry 
and develops policies and programs which meet 
the needs of the industry while providing Canadian 
consumers with adequate supplies of quality dairy 
products. 


Authority 


Created as a Crown Corporation in 1966 by 
virtue of the Canadian Dairy Commission Act 
(1966-67), the Commission is accountable to 
Parliament through the Minister of Agriculture and 
works closely with Agriculture Canada on matters 
relating to the dairy industry. 

The Commission has the authority to purchase, 
store, process, or dispose of dairy products; make 
payments to milk and cream producers for the 
purpose of stabilizing the price of industrial milk and 
cream; investigate matters relating to the produc- 
tion, processing or marketing of any dairy product; 
help promote the use of dairy products; and receive 
funds for the disposal of dairy products. 


Objectives 


Two objectives are delineated in the Canadian 

Dairy Commission Act: 

O to provide efficient producers of milk and cream 
with the opportunity of obtaining a fair return for 
their labour and investment; 

O to provide consumers of dairy products with a 
continuous and adequate supply of dairy 
products of high quality. 


Main Areas of Activity 


The Canadian Dairy Commission has dual 
responsibilities: the dairy support program oper- 
ations financed by the Government of Canada 
through parliamentary appropriation and marketing 
operations financed by milk producers under the 
provisions of the National Milk Marketing Plan. 

The Commission advises the Minister of Agricul- 
ture on matters relating to dairy policy; determines 
domestic requirements for industrial milk and cream 
for the purpose of establishing market sharing 
quotas; calculates the target price for industrial milk 
as well as support prices for butter and skim milk 
powder based on cost of production data. It also 
administers an offer-to-purchase program for butter 
and skim milk powder; makes a monthly payment 
on eligible industrial milk and cream shipments to 
Canadian milk producers to reduce the cost of dairy 
products to consumers; determines costs associated 
with the marketing of dairy products by the 
Commission; calculates the levy amount to be 
collected from producers by the provinces; exports 


dairy products not needed for domestic consump- 
tion, provides export assistance and administers 
other marketing and promotion programs. 

The Commission also chairs the Canadian Milk 
Supply Management Committee which coordinates 
the management of industrial milk and cream 
supplies in Canada. 


STRATEGIC GOALS FOR 1987-88 


1. Bring about significant improvement in mar- 
keting costs in order to reduce levies paid 
by producers. 


2. Assist in the expansion of the domestic mar- 
ket by encouraging the development of 
new products and by monitoring imports 
of dairy products. 


3. Improve communications with all sectors of 
the industry and more specifically: 


a) to abide by the Memorandum of Under- 
standing with Agriculture Canada to 
improve the coordination between the 
two organizations in the develooment of 
the dairy policy; 

b) to develop better documentation for 
Canadian Milk Supply Management 
Committee meetings and increase the 
exchange of information during these 
meetings; 

Cc) to promote a better understanding of the 
mandate and activities of the Commission: 


i) in its regular consultations with Dairy 
Farmers of Canada and the National 
Dairy Council of Canada; 

ii) in its meetings with provincial organi- 
zations, particularly during the provin- 
cial visits of the Study Team; and 

iii) by increasing its involvement with 
consumers. 


From left to right, 
Dr. Cliff Mclsaac, 
Commissioner, 

Mr. Roch Morin, 
Chairman, and 
Mr. Ken McKinnon, 
Vice-Chairman. 


The Honourable Don Mazankowski 
Minister of Agriculture 
Ottawa, Ontario 


Dear Mr. Minister, 


We are pleased to report on the activities of the 
Canadian Dairy Commission for the dairy year 
which ended July 31, 1988. Once again, we can 
demonstrate that the national dairy policy continues 
to benefit the many participants in this important 
industry, 

The 1987-88 dairy year proved to be an eventful 
one, with domestic requirements reaching 45.9 
million hectolitres and the Market Sharing Quota 
being raised by 1.5 percent. Producers welcomed 
this increased quota and the new pricing mech- 
anism based on cost of production which your 
predecessor announced last January. The addition 
of a number of dairy products such as ice cream 
and yogurt to the Import Control List was also 
appreciated by producers. 

The Commission participated in a very important 
examination of the National Milk Marketing Plan by 
a sub-committee of the Canadian Milk Supply 
Management Committee (CMSMC). Although its 
terms of reference were broad, the main focus of 
the Study Team's deliberations was the lack of 
flexibility in the Plan, provincial market shares, 
and the need for a stronger market orientation. 

The Study Team held meetings in all the provinces 
and presented its findings and recommendations to 
the Committee at its meeting of July 1988. Although 
consensus on all issues had not been reached by 
the Study Team when its report was tabled, discus- 
sions were to continue into the new dairy year. 

In its report, the Study Team emphasized that the 
overriding responsibility of the CMSMC was to ensure 
that its policies and programs did not undermine 
Canada’s milk supply management system. It also 
recognized that many of the pressures and com- 
plaints about the Plan were inherent to the industry 
and to supply management and were not a result of 
mismanagement of the Plan. 

The Study Team agreed that any change in 
quota allocations would not result in the reduction of 
existing entitlements and that a special committee 
was needed to study the possibility of mechanisms 
for the interprovincial transfer of quota at the 
producer level. The Study Team also agreed there 
was a need for a policy to encourage more new 
product development and innovative market 
approaches in Canada and a possible policy for 
export market development, on an unassisted basis. 


Stronger markets for skim milk powder combined 
with good management of sales and shipping 
schedules and changes to the Animal Feed Assist- 
ance Program resulted in minimizing the carrying 
charges funded by the federal government. 

The opening inventory of 10.8 million kilograms 
of butter, the lowest in many years, proved to be 
the minimum required to meet domestic demand 
throughout the year and maintain price stability for 
consumers. The export of 1.2 million kilograms of 
unsalted butter at the beginning of the year was an 
additional factor in the lower average inventory. 

Reduced purchases of skim milk Powder, price 
increases on the international market and a reduc- 
tion in some export expenses resulted in lower 
producer levies. 

The Commission has held a number of strategic 
planning sessions and the goals that were set as 
a result of these sessions are outlined on the previous 
page. As the report will bear witness, we have 
succeeded in meeting many of these goals and 
hope to continue to improve our performance in 
the coming year. 


Yours sincerely, 


ee Lee 


Roch Morin 
Chairman 


eon 


Kenneth Mckinnon 
Vice-Chairman 


lon b... 


Clifford Mclsaac 
Commissioner 
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INTRODUCTION 


THE DAIRY industry is a key sector in the 
Canadian economy, accounting for over 16 per- 
cent of the estimated consumer food and beverage 
store purchases in 1986. More than $3 billion in dairy 
income was generated at the farm level in 1986 
and 1987. Dairy products shipped from processing 
plants were valued at approximately $7 billion. 

There are two markets for milk in Canada. 

While the fluid market (table milk and fresh cream) 
accounts for 38 percent of the milk produced, the 
remaining 62 percent is shipped to the industrial milk 
market to be manufactured into dairy products such 
as butter, cheese, yogurt and ice cream. 

Each province is responsible for the production of 
its fluid milk and sets its own pricing formulas, quota 
policies and other regulations. While the federal 
government has jurisdiction over the industrial milk 
market, it is administered in part through a federal- 
provincial agreement known as the National Milk 
Marketing Plan. 

The Canadian Dairy Commission contributes to 
the success of this important industry through its 
implementation of the national dairy policy and 
through its marketing activities. The results of the 
1987-88 dairy year are therefore presented within 
these two broad categories. 


Ice cream is a high- 
flying treat. 


THE NATIONAL DAIRY POLICY 


Computer-controlled 
filler for individual 
portion cups of ice 
cream, Dairyland 


Foods, Burnaby, B.C. 


KEY ELEMENTS 


O national self-sufficiency in milk production 
on a butterfat basis; 


O milk supply management through market 
sharing quotas; 


O import controls on dairy products; 


O establishment of a target price for indus- 
trial milk based on cost of production data; 


© federal government support for the target 
price through: 


a, direct payments to milk producers; and 


b. support prices for butter and skim milk 
powder. 


SELF-SUFFICIENCY 


CANADA'S dairy policy is based on 
national self-sufficiency in milk Production on a 
butterfat basis. This means the domestic market is 
essentially supplied from Canadian milk production, 
except for a controlled volume of cheese imports 
and small amounts of other dairy products not 
readily available from domestic sources. 


NATIONAL MILK 
SUPPLY MANAGEMENT 


THE MAIN purpose of milk supply 
management is to provide a balance, within a 
formal market-sharing arrangement, between the 
supply of industrial milk and the butterfat required 
to meet the demand for dairy products such as 
butter, cheese, ice cream, and yogurt. Canada’s 
comprehensive milk supply management system is 
governed by a federal-provincial agreement, the 
National Milk Marketing Plan. 

The Canadian Milk Supply Management 
Committee (CMSMC) determines policies relative to 
the Plan and is responsible for the management of 
its provisions. The Committee, which is chaired by 
the Canadian Dairy Commission, has producer and 
government representatives from all provinces 
except Newfoundland, which does not produce 
significant amounts of milk for industrial Durposes. 

To achieve self-sufficiency and in order to avoid 
costly surplus production, the Committee sets a 
national production target or Market Sharing Quota 
(MSQ). This quota is established by estimating the 
market demand for dairy products in Canada plus 
the volume required for a small export program. 
From this amount is subtracted the milk equivalent 
of cheese imports which are allowed into Canada 
as well as the estimated volume of butterfat which 
is removed from fluid milk. The amount of quota 
is monitored by the Committee and adjusted 
periodically to reflect anticipated changes in 
demand. 

The Plan establishes the provincial shares of 
the national quota and contains provisions for the 
proportional distribution of any increase or decrease 
in the amount of quota in the system. Each province 
allocates its respective share of the national quota 
to its producers according to its own quota policies. 

At the beginning of the 1987-88 dairy year, the 
Market Sharing Quota was established at 46.6 mil- 
lion hectolitres of milk: 45.3 million hectolitres for 
estimated domestic requirements and 1.3 million 
hectolitres for a small export program. Because of 
an increased domestic demand for dairy products, 
MSQ was increased by 1.5 percent to 47.3 million 
hectolitres, retroactive to August 1, 1987. 

Total industrial milk production for 1987-88 was 
48.5 million hectolitres which is 2.6 percent above 
MSQ as provinces could produce up to 3 percent 
over their market sharing quota for additional 
exports. 


PROVINCIAL SHARE OF NATIONAL 
MARKET SHARING QUOTA (MSQ) 


(millions) 


Kilograms Hectolitres 
July 31, 1988 of butterfat of milk % 


Prince Edward Island oO 207, 0.891 19 


Nova Scotia 2.139 0.594 1.3 
New Brunswick 2.234 0.621 4.3 
Quebec 81.101 22.528 47.6 
Ontario 53.030 Varo Sal. 
Manitoba 6.613 M837 3.9 
Saskatchewan 4,402 4.223 DSS 
Alberta 11.354 3.154 6.7 
British Columbia 6.248 E136 Si 
CANADA 170.328 47.315 100.0 
INDUSTRIAL MILK PRODUCTION 


AND REQUIREMENTS 


(million hectolitres) 


Surplus 
Total Canadian Actual Production 
MSQ Requirements! Production (deficit) 


1980/81 48.9 46.6 46.6 Nil 
1981/82 48.9 45.0 48.6 3.6 
1982/83 46.7 46.4 48.5 2.4 
1983/84 47.6 47.6 48,2 0.6 
1984/85 47.4 47.5 48.0 0.5 
1985/86 46.6 46.6 46.9 0.3 
1986/87 46.6 47.0 46.8 (0.2) 
1987/88 47.3 47.2 48.52 41.3 


‘Actual Domestic Requirements as finally determined at year- 
end plus planned exports. 


2Provinces were permitted to produce up to 3% above their 
MSQ@ at the levy rate for exports. 


COMPONENTS OF NATIONAL 
MARKET SHARING QUOTA (MSQ) 


Hectolitres Kilograms 
of milk of butterfat 
(millions) 

Domestic 46.0 165.598 
Requirements 
Export Program 48) 4,730 
TOTAL CANADIAN 
REQUIREMENTS 47.3 A{/O328 


PRODUCTION OF INDUSTRIAL 
MILK AND CREAM 


(thousand kilograms of butterfat) 


1985/86 1986/87 1987/88 


Prince Edward Island SS 3,188 3,207 


Nova Scotia PV 27323 2,309 
New Brunswick 2,200 2237), 2,229 
Quebec 79,442 80,169 82,765 
Ontario 93,465 91,612 54,257 
Manitoba 6,472 6,627 6,980 
Saskatchewan 4,286 4,317 4,574 
Alberta ALSO “NSE SIN ZAP 
British Columbia 6,310 6,401 6,572 


CANADA 168,858 168,465 174,699 


Chocolate enrober 
for extended ice 
cream novelties, 
such as look-alike 
chocolate bars, 
Dairyland Foods, 
Burnaby, B.C. 


Computer-controlled 
equipment for stick 
ice cream novelties, 
Dairyland Foods, 
Burnaby, B.C. 


Activities of the Canadian Milk 
Supply Management Committee 


The Committee regularly considers economic 
or marketing matters which impact on producer 
returns such as levels of domestic consumption, milk 
production trends, forecasts of Commission skim 
milk powder purchases and the status of the export 
account which is financed by producer levies. It also 
reviews other matters such as levy rates and their 
application, provincial quota allocations and 
reports on dairy product promotion. 

The Committee approved $3.7 million for a 
nation-wide butter promotion to follow on last year’s 
successful campaign. This new promotion, BUTTER IT 
AND WIN, was carried out by the Dairy Bureau of 
Canada in the spring of 1988 and the excellent 
cooperation received from food retailers was once 
again crucial to its success. 

In addition to its regular duties, the Committee 
turned its attention to the flexibility of the National 
Milk Marketing Plan which has been called into 
question in recent years. The Committee established 
a Study Team to look into the matter and review 
concerns and suggestions from producers, pro- 
cessors and governments in each province. The 
signatories of the Plan were all represented on the 
Team as were Dairy Farmers of Canada and the 
National Dairy Council. 


There were four components to the Study Team’s 
terms of reference: 


4. To gain an understanding of the dairy industry in 
each province or region; 


2. to assess the importance of the industry in each 
province from the producer, processor and 
government point of view; 


3. fo examine particular matters which have been 
raised about the Plan, i.e., lack of market 
orientation, provincial market share, lack of flexi- 
bility, etc.; and 


4, to examine the effectiveness with which milk is 
produced, processed and marketed in Canada. 


The Study Team held meetings in all the provinces 
and presented its findings and recommendations to 
the Committee at its meeting of July 1988. Although 
consensus on all issues had not been reached by 
the Study Team when its report was tabled, the 
Committee was to continue discussions into the new 
dairy year. 


STUDY TEAM 


In its report, the Study Team emphasized that 
the overriding responsibility of the CMSMC was 
to ensure that its policies and programs did 
not undermine Canada’s milk supply manage- 
ment system. It also recognized that many of 
the pressures and complaints about the Plan 
were inherent to the industry and to supply 
management and were not a result of mis- 
management of the Plan. 

The Study Team agreed that any change 
in quota allocations would not result in the 
reduction of existing entitlements and that a 
special committee was needed to study the 
possibility of mechanisms for the interprovincial 
transfer of quota at the producer level. The 
Study Team also agreed there was a need 
for a policy to encourage more new pro- 
duct development and innovative market 
approaches in Canada and a possible policy 
for export market development, on an 
unassisted basis. 


Levies 


Under the Plan, milk producers assume responsi- 
bility for the costs associated with the export of dairy 
products not required for domestic consumption. 
For this purpose, levies are collected by provincial 
marketing boards and agencies through deduc- 
tions from payments to milk producers and subse- 
quently remitted to the Commission, on a monthly 
basis, in accordance with rates and conditions 
established by the Canadian Milk Supply 
Management Committee. 


Funds from levies are also used for special pro- 
grams which seek to increase domestic utilization of 
skim milk Powder, notably in milk bread and animal 
feed. 

Because of higher world prices for skim milk 
powder and improved market practices, the levy 
rates initially established for the 1987-88 dairy year 
were reduced in the course of the year. Under a 
revised levy structure retroactive to August 1, 1987, 
provinces were responsible for the payment to the 
Commission of a blended levy of $4.00 per hecto- 
litre on all milk Production within each province’s 
share of the national market sharing quota. 

The levy rate for production over 100 percent but 
within 103 percent of provincial allocation was set 
at $28.50 per hectolitre. All of these rates included 


$0.14 per hectolitre to cover the Commission's butter 
marketing expenses which the federal government 
ceased to finance in 1986. The levy rate on milk 
deliveries in excess of 103 percent of market sharing 
quota was established at $33.54 per hectolitre for 
milk and at $4.00 per kilogram for cream. The 
contribution from the fluid milk sector to the export 
account continued at the rate of $0.3015 per 
hectolitre on class | sales. 

Revenues from provincial payments into the 
export account relative to 1987-88 milk production 
consisted of $175.3 million for in-quota levies and 
$31.9 million for production in excess of quota. The 
fluid sector's contribution to the export account 
totalled $8.4 million. 


LEVIES REMITTED TO THE COMMISSION Se IO HIER ORE 
BY THE PROVINCES ; 
Industrial Milk and Cream Sector eS) 
(in thousands) 
1985/86 1986/87 1987/88 
1985/86 1986/87 1987/88 , 
Prince Edward Island $ AZ) 42 § 43 
Pees S 4K 9 APSO SS saley/ Nova Scotia 350 347 350 
New Brunswick 3,247 3,182 2,702 Quebec 2.017 2.034 2,065 
Quebec 427,/49 117,861 100,878 Ontario 2.927 2.984 3,036 
Ontario 87,848 62,882 59,427 yeas 320 329 334 
Manitoba 8,696 8,868 8,443 Saskatchewan 293 298 296 
Saskatchewan DUS 5,454 5,543 Alberta TH 780 784 
Alberta 18,611 19,170 14,576 British Columbia 934 934 956 
British Columbia 10,998 10,904 9,129 
CANADA S 7,870" $7,954 $' 8,070 
CANADA $271,400 $237,460 $207,259 ‘Calculated at a rate of 30.15 cents per hectolitre of sales. 
LEVY STRUCTURE 


Rates for 1987/88 


national quota. 


The levies payable by the provinces to the Commission are calculated as follows: (per AL) 

a) a blended in-quota levy, mainly to cover the projected costs of surplus milk Powder S$ 4.00 
which result from meeting butterfat requirements, and of exporting whole milk 
products from 1.3 million hectolitres; 

b) a levy to finance the cost of exports of whole milk products from production $28.50 
exceeding the provincial quota but within 100% and 103% of the national quota; 

c) alevy to cover all costs involved in storage, handling and exporting products $33.54 


from milk production in excess of 103% of the provincial allocation and of the 


Although the Canadian Milk Supply Management Committee determines provincial levy responsibilities, the 
way in which these levies are collected is left to the provinces. 
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Creme en graft, 


Anareé Forcier, 1978, 


Canada Council 
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IMPORT CONTROLS 
ON DAIRY PRODUCTS 


Dairy PRODUCTS sold on the world market 
are frequently highly subsidized by the countries 
who export them. Because of this and in order to 
operate its national milk supply management 
system, Canada has a wide range of measures to 
monitor and control imports of dairy products which 
would otherwise undermine the stability provided by 
the national dairy policy. The Canadian government 
has established import controls which are adminis- 
tered by the Department of External Affairs under 
provisions of the Export and Import Permits Act. 

In January 1988, the government added a num- 
ber of items to the Import Control List, in order to 
complement other dairy products already on the 
list. The items added were: ice cream, ice cream 
novelties and ice cream mix; ice milk and ice milk 
mix; yogurt; and liquid forms of skim milk, buttermilk, 
and blends of these products. 

In the matter of blends containing dairy ingre- 
dients, in particular dry blends and mixes, there are 
differences of opinion as to when they should be 
considered to be dairy products and therefore 
subject to import control. There is a case presently 
before the courts which may clarify the matter. 

Canada has import quotas for certain dairy 
products such as buttermilk powder, condensed 
milk and cheese. The cheese quota has been 
fixed at 20.4 million kilograms per year since 1978 
and as a result, all growth in Canadian cheese con- 
sumption since then has been filled by domestic 
production. Nevertheless, imports of cheese into 
Canada continue to represent a considerably 
greater proportion of domestic consumption than 
is the case with the United States or the European 
Economic Community. 


TARGET PRICE FOR 
INDUSTRIAL MILK 


In JANUARY 1988, the Minister of 
Agriculture announced a new pricing mechanism 
for industrial milk. This mechanism is based on cost 
of production surveys and replaces the Returns 
Adjustment Formula in use since 1975. 

The target price is the level of return efficient milk 
producers should receive to cover their cash costs, 
labour and investment related to the production of 
industrial milk. The actual market returns producers 
receive depend on decisions taken at the provincial 
level. The impact of these decisions may differ from 
province to province, not only because of different 
prices but also through different product utilization. 

The cost of producing milk is calculated on the 
basis of data collected on approximately 300 farms, 
in Ontario and Quebec. The sample is randomly 
selected from the lists of producers registered in 
these provinces and is statistically sound. 


TARGET PRICE FOR INDUSTRIAL MILK 


(per hectolitre) 


1985 August 16 $45.68 
1986 August 4 $46.48' 
1988 February 4 $47 .062 


‘Includes $0.48 to cover butter carrying charges. 
includes $0.14 to cover butter carrying charges. 


Three types of costs are taken into consideration: 
cash costs which represent the costs incurred to 
operate the farm on a day-to-day basis; capital 
costs associated with financing farm assets and 
working capital; and producer labour to which 
industrial wage rates are applied. These costs and 
their percentage breakdown are detailed below. 

In calculating the target price, thirty percent of 
the sample, representing producers with the highest 
costs, is eliminated and the average costs of the 
other seventy percent are taken into account as 
they represent the most efficient producers. 

Under the new mechanism, the target price will 
be set annually in August, at the beginning of each 
dairy year, based on surveyed results from the pre- 
vious year. An indexing method will be used to 
review the price midway through the year and 
adjustments will be made in February if the change 
is two percent or more. For February 4, 1988 only, 


the target price was based on surveyed costs for 
1986, indexed to the third quarter of 1987. 

The new target price for industrial milk, $47.06 
per hectolitre containing 3.6 kilograms of butterfat, 
which came into effect on February 1, 1988, was 
established according to this new mechanism. For 
the first six months of the dairy year, the target price 
was $46.48 which was originally set in August 1986. 

The target price for industrial milk was formerly 
calculated by applying the Returns Adjustment 
Formula which indexed changes in the costs of 
producing milk and applied them to a base price 
set in 1975. Since the new mechanism measures 
actual costs on the farm on an annual basis, it 
ensures that changes in the cost of producing milk 
are reflected promptly in the pricing structure. 
Accordingly, consumers will directly benefit from 
increases in productivity and other factors which 
may reduce production costs in future. 


was as follows: 


TARGET PRICE COMPONENTS 
Total estimated cost of producing one hectolitre of milk 


For the target price set on February 1, 1988, the percentage breakdown for the three types of costs 


CASH COSTS 

Purchased feed 12% 

Artificial insemination 1% 

Veterinary, haulage and board fees 10% 

Machinery, equipment repairs A% 

Fuel and oil 2% 

Custom work 1% 

Fertilizer and herbicides 3% 

Seed and plants 1% 

Other (miscellaneous) 1% 

Land and building repairs 2% 

Property taxes and insurance 3% 

Hydro and telephone 2% 

Hired labour 5% 

TOTAL CASH COSTS 47% S24 ox) 
CAPITAL COSTS 

Interest 5% 

Building depreciation 2% 

Machinery and equipment depreciation 6% 

Cow depreciation 1% 

Return on equity 9% 

TOTAL CAPITAL COSTS 23% $10.88 
PRODUCER LABOUR 

Direct labour 29% 

Return to management 1% 

TOTAL PRODUCER LABOUR 30% $14.21 

TOTAL ESTIMATED COST OF PRODUCING 

ONE HECTOLITRE OF MILK 100% $46.92 
Amount to cover butter carrying charges 3 O14 

TARGET PRICE $47.06 
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| scream, yOu 
scream, we all 
scream for ice 
cream (popular 
children’s rhyme). 


SUPPORT FOR 
THE TARGET PRICE 


THE FEDERAL government supports the 
target price for industrial milk in the marketplace 
through two programs of the Canadian Dairy 
Commission. 


Direct Payments to Milk Producers 


Producers receive direct payments from the 
government on deliveries of industrial milk and 
cream produced to meet domestic requirements 
and on 1.4 million hectolitres produced for export. 

These direct payments are paid monthly and 
are part of the target price calculations. They also 
moderate the price that consumers pay for dairy 
products thus stimulating consumption and con- 
triputing to the maintenance of a sizeable dairy 
industry, 

The direct payment was $1.675 per kilogram of 
butterfat or $6.03 per hectolitre of milk with a butter- 
fat content of 3.6 kilograms (unchanged since 
1975-76). The direct payment now represents 
42.8 percent of the target price for industrial milk 
compared to 24.0 percent in 1975. 

For the 1987-88 dairy year, the direct payments 
totalled $283.1 million and they covered 165.2 mil- 
lion kilograms of butterfat (45.9 million hectolitres of 
milk) used for domestic requirements and 4.0 million 
kilograms of butterfat (1.1 million hectolitres of milk) 
produced for export. 


DIRECT PAYMENTS TO PRODUCERS 
OF INDUSTRIAL MILK AND CREAM‘ 


(in thousands) 


1985/86 1986/87 1987/88 
Peed S$ 5,215 $ 5,286 $ 5,333 
Nova Scotia 3,483 3,034 3,534 
New Brunswick 3,632 3,683 3,737 
Quebec 132,004 133,747 432,970 
Ontario 86,227 86,450 89,945 
Manitoba 10,759 10,903 10,856 
Saskatchewan FADD 7234 7,259 
Alberta 48,548 18,718 49,037 
British Columbia 10,274 10,363 410,454 


CANADA $277,311 $279,912 $283,092 


‘Includes direct payments on 1.1 million hectolitres of milk 
produced for export. 


NUMBER OF DAIRY FARMS 


1985/86 1986/87 1987/88 
Prince Edward Island 830 782 752 
Nova Scotia 796 WHT 734 
New Brunswick 716 680 628 
Quebec 17,916 17,056 16,252 
Ontario NZ C642 AZ S/  A1G7 87, 
Manitoba 2,807 2,599 2,432 
Saskatchewan 2,034 ZNTES) 4,825 
Alberta 3,019 2,/82 2,489 
British Columbia 4,065 4,064 4,050 
CANADA 42,325 40,072 37,949 


Support Prices for Butter 
and Skim Milk Powder 


The balance of the target price has to come from 
the marketplace. By setting support prices for butter 
and skim milk powder, and offering to purchase 
product at those prices, the government provides 


a mechanism whereby producers achieve the tar- 
get price for their milk. Support prices, which also 
include a processor margin, are used as a guideline 
by the provincial marketing agencies for their own 
pricing levels. The offer-to-purchase program allows 


FEDERAL SUPPORT PRICES FOR 
BUTTER AND SKIM MILK POWDER 


(per kilogram) 


the Commission to hold butter stocks in reserve, thus Effective Skim milk 
ensuring a plentiful supply at all times. Date Butter powder 
At the beginning of the dairy year, support prices 
for butter and skim milk powder were $5.035 per 1985 Aug. 16 $4.929 $2,922 
kilogram and $2.978 per kilogram respectively. On 1986 Aug. 1 $5,035 $2.978 
February 41, 1988, they were increased to $5.102 for 
butter and $3.013 for skim milk Powder. 1988 Feb. 1 $5.102 $3.043 
SUPPORT PRICE STRUCTURE 
TARGET PRICE FOR INDUSTRIAL MILK 
$47.06 per hectolitre 
Butter Skim milk powder 
Direct 
Support price Support price 
required to meet required to meet Processor Payment fo 
target price target price Margin Milk 
(per kilogram) $5.102 (per kilogram)  $3.013 == + Producers 
Amount in . Amount in $5.84 $6.03 
one hLof milk x 4.32kg one hLof milk x 8.24kg per hectolitre per hectolitre 
$22.04 $24.83 


Ice cream 
is a life-long 
love affair. 
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MARKETING ACTIVITIES 


MARKETING OPERATIONS 


Volumes of Butter and 
Skim Milk Powder Handled 


On August 1, 1987, the Commission began the 
dairy year with 10.8 million kilograms of butter and 
8.6 million kilograms of skim milk Powder in inven- 
tory. During the year, the Commission purchased 
13.6 million kilograms of butter and 61.5 million 
kilograms of skim milk powder. Sales to manufac- 
turers were 11.9 million kilograms of butter and 
exports were 62.5 million kilograms of skim milk 
powder, leaving a closing inventory of 12.5 million 
kilograms of butter and 7.5 million kilograms of skim 
milk powder as at July 31, 1988. 


Carrying charges 

Stronger markets for skim milk Powder combined 
with good management of sales and shipping 
schedules resulted in minimizing the carrying 
charges funded by the federal government. 

The federal government continues to pay up 
to $40 million annually for the storage, transportation 
and interest costs for skim milk Powder purchases 
from milk Produced to meet Canadian butterfat 
requirements. 

Carrying charges associated with the 
Commission’s offer-to-purchase program for 
butter, including transportation assistance, were 
$3.5 million. 

For butter purchased by the Commission and 
eventually consumed in the domestic market, 
$0.14 per hectolitre of milk is collected from the 
marketplace to finance the cost of handling these 
volumes. Provinces return this surcharge to the 
Commission through an increase in producer levies 
of the same amount. 

Because of a reduced inventory and an increase 
in the amount of butter produced in Western 


MARKETING ACTIVITIES 
OF THE COMMISSION 


(millions of kilograms) 


Stocks at 
Purchases Sales year-end Imports 


Butter 
1985/86 43.20 16.40 19.30 — 
1986/87 9.80 18.30 10.80 = 
1987/88 43.60 41.88 12.47 - 


Skim milk Powder 
1985/86 63,40 69.90 13.59 — 
1986/87 67.90 73,00 8.50 4.991 
1987/88 641.47 62.53 7.49 - 


‘Imported from the U.S. by the Commission and sold for animal 
feed. 


Dairy Bureau of Canada promotion, 1988. 


Canada, carrying charges for the butter program 
were considerably lower than budgeted. 

The opening inventory of 10.8 million kilograms 
of butter, the lowest in many years, proved to be 
the minimum required to meet domestic demand 
throughout the year and maintain price stability for 
consumers. The export of 1.2 million kilograms of 
unsalted butter at the beginning of the year was an 
additional factor in the lower average inventory. 


DOMESTIC MARKETING 


In ADDITION to its support programs for the 
domestic market, the Commission has a program to 
increase and broaden the utilization of dairy prod- 
ucts or ingredients, particularly skim milk powder. 
These efforts complement the activities of Agriculture 
Canada, other government departments and 
agencies and individual industry participants. 

To encourage the utilization of dairy products or 
ingredients, incentives are sometimes required to 
offset the difference in price of similar ingredients in 
competing imported products. Because of its unique 
position in the industry, the Commission has involved 
itself in this latter area of market development. The 
initiatives in this area are financed by milk producers 
and not by the government. 

Now in its sixth year, the Animal Feed Assistance 
Program is one such initiative. This program offers 
animal feed manufacturers the opportunity to ob- 
tain skim milk Powder that is surplus to Canadian 
requirements and would otherwise be exported. The 
Program benefits both animal feed manufacturers 
who can purchase powder at a reduced price and 
the milk producers who receive a higher return for 
their product than they would on the world market. 


Ice cream. Love some today! 


Dairy Bureau of Canada promotion, 1983 


Skim milk powder usage in animal feed grew 
30 percent in 1987-88 to reach 20.1 million kilo- 
grams, in spite of a $0.44 per kilogram reduction 
in the assistance available due to increased world 
prices for skim milk DOwder. 

Another initiative is the Milk Bread Program which 
was designed four years ago to re-establish the use 
of skim milk powder in bread. Milk breads are now 
becoming solidly entrenched in the product line of 
the major bakeries across Canada. In 1988, the Dairy 
Bureau of Canada launched a $2 million national 
generic promotion for milk bread. This promotion 
was approved by the CMSMC and funded through 
producer levies administered by the Commission. 
While actual volumes of skim milk Powder used in 
milk bread are small, the Program has cross adver- 
tising impact which benefits dairy products in 
general. 

In 1987-88, the Commission completed its consi- 
deration of chocolate crumb as a possible market 
for skim milk Powder. In the past, chocolate crumb 
production required significant quantities of 
Canadian whole milk but this has been eroded over 
the years by low cost imports. It was decided that 
offering incentives to recover this market would be 
uneconomic at this time. 

In the area of fractionated butter, promotion of 
this new market opportunity has continued. Dairy 
processors held product demonstrations during the 
year and a test market proposal is currently under 
consideration. 

Following the addition of ice cream and yogurt to 
Canada’s Import Control List in January 1988, the 


Commission assisted interested parties in locating 
domestic production facilities capable of meeting 
their needs. The cooperation of all concerned has 
been most encouraging. The Commission continues 
to assist marketers of many products to find domes- 
tic supplies for their needs and to encourage the 
development of new products. 


INTERNATIONAL 
MARKETING 


Wonrtp DAIRY prices continued to increase 
in 1987-88, especially where skim milk Powder is 
concerned. This was principally the result of produc- 
tion quotas instituted by the European Economic 
Community (EEC) over the last few years and a sub- 
stantial reduction in the restitution made available 
for the export market. Indeed, skim milk Powder 
prices have almost doubled during the last dairy 
year. The impact of this price increase was some- 
what minimized in Canada as the Canadian dollar 
gained strength against its American counterpart. 
Prices for whole milk products such as cheese and 
whole milk powder also increased, although not as 
dramatically, while butter prices have remained 
depressed. 

In 1987-88 exports of whole milk products 
reached $34.7 million, while exports of skim milk 
powder were $941.9 million. The Commission pro- 
vided $25.0 million in the form of export assistance. 


PER CAPITA DISAPPEARANCE? OF DAIRY PRODUCTS IN CANADA, 1977-1987 
Concen- Sweetened 
Fluid or table trated Condensed Skim 13 
milk & Cheddar’ Processed? Specialty’ Total whole whole milk Cottage Ice 
cream Butter cheese cheese cheese cheese milk milk powder cheese cream Yogurt 
Litres Kilograms OOO OUGODOOODU1 MOCO OED DO UOOOU OOD OC OS GD DD ODED OO DG DUE OE OOeDEo Litres -«++ee-. 

4977 404.12 4.59 1.39 2.01 DEXS 6.36 O95 0.35 300 Ai 120M E43 
1978 105.78 4.56 Aro4 DN 3.29 6.80 4,32 ORS, 0.44 NZ 2p OOS, 
4979 108.61 4.45 1.78 2.05 3.49 UB PEAY, 0.38 PEAS 4| 4a! 129A aOo. 
1980 108.81 Al (ey) 4.79 7D Val SSO 7.49 220) 0.53 4.80 dbz NZX 4 eo39) 
1981 108.25 4,43 4S 2.18 3.74 7.68 2A, 0.54 4.99 4,28 42.80 1.67 
1982 408.20 4.28 4.44 2.20 3.96 7.60 2.49 0.46 2.41 AWW 42.31 NnTAS: 
1983 107.84 4.36 4.47 BOX 3.91 VES) 2.91 OI NES AR 22. Z| 1.89 
1984 107.66 4,25 N22 2.08 4,29 8.09 4|,240) Olo3 72 4 (|) ‘4, Qh PA 
1985 106.90 4.09 DAA 2.03 4.65 8.82 2.39 0.53 1.81 4.34 VX PN GaN 
1986 107.85 3.92 DSto) 1.96 023 ODO 1.64 0.44 1.79 4 22) NDGA) PTE 
1987 409.20 3.92 2.34 2.05 5.46 9.85 2.00 0.38 2.28 4.20 42.07 3.14 
‘Does not include cheese used in “processed cheese.” 
2Cheese equivalent of processed cheese (assumed to be 73% cheese by volume). Starting in 1975, 95% assumed to be of cheddar, and the balance of variety 
5Per capita disappearance based on population, July ‘1st. Sources: Statistics Canada, Agriculture Canada 
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Universal treat. The 
Appollo Seven 
crew enjoyed 
freeze-dried ice 
cream in outer 
space. 


Skim Milk Powder 


Total exports of skim milk Powder were 62.5 mil- 
lion kilograms. Mexico remained our most important 
customer while a niche was developed in the south 
east Asian market for substantial quantities of this 
commodity. Skim milk Powder was again purchased 
by the Canadian International Development Agency 
(CIDA) as part of Canada’s food aid to developing 
countries. 

The prospects for better returns on skim milk 
powder for the coming dairy year are good as 
supplies are limited and the demand has remained 
constant for the past few years. The Commission will 
continue to make available specific types of pow- 
der for specialized end users in order to achieve 
better returns for non-fat solids. 


Butter 


The Commission sold 41.2 million kilograms of un- 
salted butter on the world market while maintaining 
enough inventory to meet domestic requirements. In 
the last year, the EEC was able to substantially 
reduce its surplus butter stocks through large sales to 
various buyers, particularly the Soviet Union. It is 
hoped that these actions will have a positive impact 
on the price of butter during the upcoming months. 
Although minimum GATT prices for butter were 
increased during the last dairy year by $100 US per 
tonne, there was little effect on the market while the 
EEC was reducing its surpluses. 


Evaporated Milk 


The Commission exported slightly more than 
800,000 cartons of evaporated milk. The major 
market was Libya although there were new export 
opportunities in the Caribbean market. Due to a 
large over-processing capacity for this commodity 
world wide, prices have remained weak and market 
competition extreme. 


Whole Milk Powder 


Total exports of whole milk Powder were almost 
44 million kilograms. As in previous years, the 
Commission sold substantial quantities of whole milk 
powder to Algeria. Peru has also become an impor- 
tant client for this commodity. 


Dairy Product — Export Assistance 


This program was once again very effective 
in helping the Commission maximize its market 
diversification and market penetration strategies for 
value-added products. Almost 27 percent of the 
total exports of dairy products administered by the 
Commission were carried out within this program. 
Cheese accounted for the bulk of products 
receiving assistance. 


DISPOSITION OF SKIM MILK POWDER 


(millions of kilograms) 


Export sales: 
MEXICO 36.4 
CIDA 8.4 
PERU 8.8 
UNITED STATES in bond market 3.0 
PHILIPPINES 1.0 
OTHERS on”. 
62.5 
Volumes sold for: 
ANIMAL FEED (domestic) 20.4 
BABY FOOD (export) 1.0 
MILK BREAD (domestic) 0.6 
21.7 
CHEESE EXPORTS 
(millions of kilograms) 
Dairy Calendar 
Year Year 
1987/88 1987 
Aged Cheddar: 
United Kingdom 44 4.0 
United States 0.9 0.8 
Other Countries 0.9 DI 
Other Cheese: 
United States {1.3 1.4 
Other Countries 0.8 1.6 
TOTAL EXPORTS 8.0 10.5 


PERSONNEL 


THe Canadian Dairy Commission consists of 
three Commissioners who are appointed by Governor in 
Council and a support staff of seventy. The Commission’s 
offices are in Ottawa. 


Commissioners 
Chairman 
Vice-Chairman 


Roch Morin 
Kenneth McKinnon 
Commissioner Clifford Mclsaac 
Senior Commission Personnel 

Senior Policy Advisor Charles C, Birchard 
Chief Economist R. Erik Kramar 
Director, Marketing Operations — Lorne Marcellus 
Director, Domestic Marketing Rowan Lalonde 
Director, International Marketing Jocelyn Comtois 


Director, Finance and Personnel Paul Simard 


Director, Administration and 
Subsidy Operations 


Director, Legal Services 
Director, Information Services 


Richard Labossiere 
Richard King‘ 
Lyse Champagne 


‘Appointed August 1988, replacing Jean-Paul Fortin. 


The Commission’s 
senior management 
team. From left to 
right, seated: 
Charles Birchard, 
Lyse Champagne, 
Lorne Marcellus; 
standing: Richard 
Labossiére, Jocelyn 
Comtois, Paul 
Simard, Rowan 
Lalonde, Erik 
Kramar, Richard 
King. 


CONSULTATIVE 
COMMITTEE 
TO THE COMMISSION 


THE Canadian Dairy Commission Act 
(1966-67) provides for the establishment of a 
Consultative Committee to advise the Commission 
on matters relating to the dairy industry. This nine- 
member Committee is appointed by the Minister of 
Agriculture and represents the interests of milk 15 
producers, processors, retailers and consumers. 

Since the terms of the majority of the members 
had expired, many appointments were made in 
1987-88, The Committee met in July 1988 to discuss 
its mandate and possible areas of involvement with 
the Commission. 

Mr. Neil Gray, former manager of Dairyland 
Foods in Burnaby, B.C., was appointed Chairman 
of the Committee. The other new members are 
Mr. Roger Daoust, a milk producer and former 
Chairman of the Fédération des producteurs de lait 
du Québec; Mrs. Betty Duizer, a milk producer from 
Nova Scotia; Mr. André Forcier, Director General of 
Agrinove and Chairman of the National Dairy 
Council of Canada (1987-88); Mr. Graham Freeman, 
Chairman and Chief Executive Officer of Ault Foods 
Limited, Toronto; Mr. Doug Lunau, President of 
Intersave, a subsidiary of Loblaws Food, Toronto; 
and Mr. Bill Sherwood, Chairman of the New 
Brunswick Milk Marketing Board. Mr. Eugene J. 
Vallee, a grocery retailer from Montreal was 
reappointed. Mrs. Vicki Billingsley, a consultant 
from Inuvik, N.W.T. and a consumer advocate, 
continued her term as a member. 
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FINANCIAL REVIEW 


Results of Operations 


The Commission’s operating activities centre 
around a dairy support program and a marketing 
operations program. Therefore, two sets of operating 
statements have been prepared to account for the 
cost of operations and related financing. The dairy 
support program operations are financed by the 
Government of Canada through parliamentary 
appropriation while marketing operations are 
financed by the milk producers. 


Dairy Support Program 


Financing provided by the Government of 
Canada for dairy support program operations 
amounted to $290.2 million for the current year 
compared to $287.0 million for 1986-87. From these 
funds, $283.4 million were used to finance direct 
payments to milk producers; $2.4 million were 
related to the price support program which includes 
interest on loans, storage, handling and transpor- 
tation charges for skim milk powder bought by the 
Commission under this program; $4.4 million were 
for administrative expenses and $0.6 million were 
incurred for the cost of production studies. Thus, the 
government contribution increased by $3.2 million 
compared to the 1986-87 dairy year. 


Marketing Operations 


The statement of marketing operations highlights 
the costs incurred in marketing butter domestically, 
as well as butter, skim milk Powder and whole milk 
products internationally. The total cost of marketing 
operations amounted to $208.3 million compared 


to $232.2 million in 1986-87, a decrease of $23.9 mil- 


lion reflecting lower volumes of sales, decreased 
inventories and higher international sale prices. 
The financial contributions from provinces, 
collected in the form of levies from milk producers, 
amounted to $215.3 million during the year com- 
pared to $245.4 million for 1986-87. The sales and 
cost of disposals were lower because the domestic 
consumption was up by 1.3% during the year. This 
resulted in less butterfat available for export com- 


pared to the previous dairy year. The strategy was to 


keep production in line with consumption as much 
as possible, thus effecting a reduction in the cost of 
disposing surplus products. The positive results of this 
strategy are bearing fruit in terms of reduced costs 
and related requirements for financing through 
producers levies. 

The excess of financing over the cost of 
marketing operations during the year amounted to 
$7.0 million compared to $13.2 million for 1986-87. 


Financial Position 


The overall financial position of the Commission 
has improved over the last year due to better 
management of inventories, accounts receivable 
and accounts payable. Average monthly inventory 
balances were much lower than in previous years, 
thus reducing interest expenses and other carrying 
charges. This translated into an increased excess of 
financing over cost of marketing operations as of 
July 31, 1988. 


MANAGEMENT 
RESPONSIBILITY FOR 
FINANCIAL STATEMENTS 


THe COMMISSION’S management is 
responsible for the integrity and fair presentation of 
the financial statements and all information 
presented in this Annual Report. These financial 
statements were prepared in accordance with 
generally accepted accounting principles and 
where appropriate, include amounts based on 
management's estimates and judgement. 

The Commission has maintained books of 
accounts, records, financial and management con- 
trols, information systems and management prac- 
tices. These are designed to provide reasonable 
assurance that assets are safeguarded and 
controlled and that the transactions of the 
Commission are in accordance with part XIl of the 
Financial Administration Act, the applicable 
regulations, the Canadian Dairy Commission Act 
and its by-laws. 

The Audit Committee meets periodically with 
management, the Auditor General's staff and 
internal auditors to review internal controls, financial 
statements, audit reports and recommends 
approval of the financial statements by the 
Commission. It also discusses the implementation of 
the suggested improvements in internal control, 
systems and practices with the auditors and 
manager(s) responsible. 

The Commission’s financial statements are 
independently audited by the Auditor General of 
Canada whose report is included herein. 


Cer oe 


Roch Morin 
Chairman 


Wl Crake 


Paul Simard 
Director of Finance 


AUDITED FINANCIAL 
STATEMENTS 


Report to the Minister of Agriculture on the 
examination of the accounts and financial state- 
ments of the Canadian Dairy Commission for the 
year ended July 31, 1988. 


AUDITOR’S REPORT 


To the Minister of Agriculture 


| have examined the balance sheet of the 
Canadian Dairy Commission as at July 34, 1988 and 
the statements of dairy support program opera- 
tions financed by Government of Canada and 
marketing operations financed by producer levies 
for the year then ended. My examination was made 
in accordance with generally accepted auditing 
standards, and accordingly included such tests and 
other procedures as | considered necessary in the 
circumstances. 

In my opinion, these financial statements present 
fairly the financial position of the Commission as at 
July 31, 1988 and the results of its operations for the 
year then ended in accordance with generally 
accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

Further, in my opinion, the transactions of the 
Commission that have come to my notice during 
my examination of the financial statements have, in 
all significant respects, been in accordance with 
Part XIl of the Financial Administration Act and regu- 
lations, the Canadian Dairy Commission Act and 
the by-laws of the Commission. 


D. Larry Meyers, F.C.A. 


Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 6, 1988 


Y/ 
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BALANCE SHEET 
as at July 31, 1988 


1988 1987 
(in thousands) 
ASSETS 
Accounts receivable 
Trade (Note 3) $ 23,084 $ A3;063 
Government of Canada (Note 4) 52,274 Do Oe 
Producer levies 64,773 78,398 
Inventories (Note 5) 82,656 69,455 
$ 222,784 S24 ZAILS. 
LIABILITIES 
Accounts payable and accrued liabilities $ 43,814 Se eee) 
Direct support payments payable to producers 51,837 54,621 
Allowance for losses on surplus production 
and export sales 8,766 7,494 
Loans from Government of Canada (Note 6) 88,073 85,769 
192,490 188,934 
EXCESS OF FINANCING 
BY PRODUCER LEVIES 
Excess of financing over cost of marketing 
operations (Notes 4 and 14) 30,294 2a 2n0 
$ 222,784 Se PA PES, 


Approved: 


CEO 


Chairman 


Wek 0 Yawn 


Vice-Chairman 


WA Grub 


Director of Finance 


STATEMENT OF DAIRY SUPPORT PROGRAM OPERATIONS 


FINANCED BY GOVERNMENT OF CANADA 


for the year ended July 31, 1988 


1988 


1987 


Direct support payments to producers of industrial 


(in thousands) 


milk and cream $ 283,092 3279912 
Administrative expenses 4,435 4,426 
Carrying charges 2,126 2,228 
Cost of production studies 

— professional services 593 4A0 
Cost of dairy support program operations $ 290,246 $ 287,006 
Financing by Government of Canada (Note 4) 

Agricultural Stabilization Board $ 285,811 S 282,580 

Parliamentary appropriation 4,435 4,426 

$ 290,246 S$ 287,006 
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STATEMENT OF MARKETING OPERATIONS FINANCED BY PRODUCER LEVIES 
for the year ended July 31, 1988 


Butter 
Sales — Export Sap lsah 
— Domestic 53,388 
54,565 
Cost of goods sold — Export 67244 
— Domestic 92,413 
58,624 
Loss on sales 4,059 
Assistance and expenses 
Dairy product assistance 1,186 
Inventory writedown and losses on 
surplus production and export sales NS 
Promotion 9,218 
Carrying charges 2,692 
Provision for doubtful accounts = 
Transport assistance 759 
Capital assistance recoveries —_ 
14,570 
Cost of marketing operations S$ 15,629 
Financing by producer levies (Note 7) 
Excess of financing over cost of 
marketing operations 
Excess at beginning of year 
Refunds of excess of financing 
over cost of marketing operations 
Excess at end of year 
Kilograms 
Sales AAS 
Purchases 13.6 


* Includes whole milk powder and cheese 


Skim Milk | Evaporated Other 1988 
Powder Milk Products* Total 
(in thousands) 
See 13 $ 14,649 $ 20,014 §$ 427,750 
_ _ — 53,388 
91,913 14,649 20,011 181,138 
17 AFZ 22,200 41,354 240,237 
= = — 52,413 
1/0/72 22,200 41,354 292,650 
78,559 7,004 21,343 411,512 
31,296 A PAA 20,328 54,524 
15,080 2,015 8,452 27,262 
1,955 — — 7,173 
— 327 612 3,634 
= 2,009 945 3,500 
— — _ 759 
a3 (78) “ss (78) 
48,331 6,530 30,337 96,768 
S$ 126,890 S 14,084 S$ 51,680 208,280 
215,329 
7,049 
23,245 
30,294 
$ 30,294 
Volume 
(in millions) 
Kilograms Cases Kilograms 
62.5 0.8 10.8 
64.5 0.9 Pee) 


1987 Skim Milk = Evaporated Other 
Total Butter Powder Milk Products* 
(in thousands) 

SEI 26106 1,905 950) /5,6/9 Se207126) 33 24,243 
87,766 82,027 5,739 — — 
215,954 83,965 79,618 28,128 24,243 
285,084 SaXe N/ te230) 41,856 62,413 
58,788 55,081 3,/07 — — 
343,869 64,613 174,987 41,856 62,413 
127,915 (19,352) 95,369 43,728 38,170 
60,698 828 22,042 (F440 36,418 
29,324 390 22024 AMAT S O32 

3,584 2,004 “AV evil: 9 -—- 
6,549 O77 04 96 S72 180 
3,700 = = 2,800 900 
634 634 — ES pat 
(220) oes — (220) _ 
104,266 9,907 46,233 5,746 A230 
232.4048) = (9,795) S$ 141,602 $ 19,474  § 80,900 
245,414 
43,233 
36,012 
49,245 
(26,000) 
$ 23,245 
Volume 
(in millions) 
Kilograms — Kilograms Cases Kilograms 
18.3 73.0 Ago 14.8 
9.8 67.9 ile 15.9 
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NOTES TO FINANCIAL STATEMENTS 


Ue SH), 4 Srers) 


4. THE COMMISSION 


The Canadian Dairy Commission (the 
“Commission”, a Crown corporation named in 
Schedule C, Part | of the Financial Administration 
Act, is an agent of Her Majesty, and is not subject to 
the provisions of the Income Tax Act. The objectives 
of the Commission, as established by the Canadian 
Dairy Commission Act 1966-67, are “to provide 
efficient producers of milk and cream with the 
opportunity of obtaining a fair return for their labour 
and investment and to provide consumers of dairy 
products with a continuous and adequate supply of 
dairy products of high quality.” 

The Commission administers the Dairy Support 
Program financed by the Government of Canada 
and, in co-operation with the Canadian Milk Supply 
Management Committee (CMSMC}, administers the 
Marketing Operations financed by Producer Levies. 


2. SIGNIFICANT ACCOUNTING 
POLICIES 


Foreign currency translation 

Sales and receivables in foreign currencies 
are generally hedged by currency conversion 
agreements and are translated into Canadian 
dollars at the exchange rates provided therein. 
Sales which are not hedged by currency conversion 
agreements are translated into Canadian dollars 
at the exchange rate in effect at the date of the 
transaction, Monetary items denominated in 
a foreign currency at the balance sheet date 
which are not hedged are adjusted to reflect the 
exchange rate in effect at that date. Any exchange 
loss or gain, arising on translation or settlement of a 
foreign currency item, is charged or credited to 
marketing operations financed by producer levies. 


Inventories 


Inventories are valued at the lower of cost and 
net realizable value. 


Allowance for losses on surplus production 
and export sales. 

The Commission establishes an allowance for 
losses On surplus production and export sales at 
the time such surplus occurs. The allowance is 
established by reference to the Commission’s 
outstanding purchase commitments, actual butter 
inventory levels relative to the normal level estab- 
lished by the Commission, and world market prices. 


Refunds of excess of financing over 
cost of marketing operations. 

In accordance with section 36 of the 
Memorandum of Agreement to the National Milk 
Marketing Plan, the treatment of any excess of 
financing by producer levies in respect of marketing 
operations is determined by the CMSMC. Refunds, if 
any, are recorded in the year declared. 


3. TRADE ACCOUNTS RECEIVABLE 


Trade accounts receivable are net of an 
allowance for doubtful accounts of $41.8 million 
(1987 — $8.3 million). 


4. FINANCING 


(i) Dairy Support Program Operations 

The Agricultural Stabilization Board, through 
Agriculture Canada Vote 15, provides financing 
to the Commission for direct support payments to 
producers of industrial milk and cream and carrying 
charges associated with skim milk powder, to a 
maximum of $40 million annually. 

Administrative expenses and professional services 
relating to cost of production and other studies are 
financed by Agriculture Canada Votes 5, 45 and 50 
(1987 — Votes 5, 40 and 45). 


(ii) Marketing Operations 

Producers are responsible for all costs of disposal 
of surplus production, all losses on special export 
production under the export quota program, and 
for carrying Charges on surplus dairy products 
except for skim milk Powder. These costs are 
financed through producer levies established by 
the CMSMC. Levies are charged and collected by 
the provincial marketing boards and agencies 
and remitted to the Commission. 

Administrative services are provided by the 
Commission to the Marketing Operations Program 
without Charge. 


5. INVENTORIES 


1988 1987 
(in thousands) 
Cost 

Butter $ 62,930 Sy) tex) 4)7/4 
Skim milk Powder 22,598 25o 74 
Other dairy products 15,624 8,544 
104,152 87,286 

Less allowance for write down 
Butter =- 390 
Skim milk Powder 10,292 16,668 
Other dairy products 8,204 4,773 
18,496 21,831 
Net book value $ 82,656 SmOo 465 


Inventories of skim milk powder, other dairy 
products and unsalted butter have been written 
down to their estimated net realizable values based 
on world prices. This write down has been charged 
to marketing operations financed by producer 
levies. 


6. LOANS FROM 
GOVERNMENT OF CANADA 


Loans are obtained to finance marketing 
operations. The Commission is authorized to borrow 
a maximum of $300 million from Canada. There are 
no specific terms of repayment. However, loans and 
accrued interest are repaid on a regular basis as 
and when funds are available. The interest rates 
during the year varied from 7.231% to 9.478% 

(1987 — 6.923% to 9.25%). 


Loan transactions for the year are summarized as 
follows: 


1988 1987 


(in thousands) 


Balance at beginning 


of year $ 85,769 Si 27;244 
Borrowings 279,684 299,608 
Payments (278,090) (341,683) 
Accrued interest 

at end of year 7410 603 


Balance at end of year $ 88,073 S$ 85,769 


7. PRODUCER LEVIES 


Producer levies are comprised of: 


1988 1987 


(in thousands) 


Industrial Milk 
In-quota levies $175,365 $193,525 
Over-quota levies 31,894 7,459 
Export quota levies ~ 36,476 
207,259 237,460 
Fluid Milk 8,070 7,954 


$215,329 $245,414 


In-quota levies include an amount to cover the 
total cost of carrying charges on normal butter 
inventory levels. Over-quota levies are raised on pro- 
duction between 100% and 103% of the market 
sharing quota. The excess of financing over butter 
carrying charges for the year amounted to $1.5 mil- 
lion (1987 — $4.2 million). The cumulative excess of 
financing over butter carrying charges amounted to 
$2.7 million at year end. 


8. REPRESENTATIVES’ FEES 


The Commission has used the services of repre- 
sentatives for the sale of dairy products on the export 
market. Fees, which are included in cost of goods 
sold, are as follows: 


1988 1987 


(in thousands) 


Coopérative Fedérée de 


Québec, Canada $ 634 S ese 
L. & M. Exports Inc., Canada _ 565 
Intercontinental, Mexico 1,026 7410 
Gestion Y. Dessarrollo — 

Commercial S.A., Peru 557 581 
Canada Expa (1980) 

Inc., Canada 4 3 


$2,218 $2,639 


9. PURCHASE COMMITMENTS 


As at July 341, 1988, the Commission was commit- 
ted to purchase skim milk DOwder produced prior 
to that date at Canadian support prices and other 
dairy products at negotiated contract prices. The 
commitments amounted to approximately $14.4 mil- 
lion (4987 — $11.4 million). 


40. RELATED PARTY TRANSACTIONS 


Included in export sales is an amount of 
$14.5 million (4987 — $19.4 million) of sales to the 
Canadian International Development Agency. These 
sales were in the normal course of business at the 
Commission’s established sales prices, Related 
receivables at year end amounted to $2.3 million 
(1987 — $2.8 million). 

In addition, government departments provided 
certain administrative services to the Commission 
without Charge. 


41. SUBSEQUENT EVENTS 


In accordance with the decision of the CMSMC 
at its meeting of September 29 and 30, 1988, 
$27 million of the excess of financing as at July 314, 
1988 will be refunded fo the provinces. Further, the 
CMSMC agreed that the $2.7 million of the excess of 
financing for butter carrying charges at July 314, 
4988 would be applied to future butter carrying 
charges. 

The CMSMC also approved an extension of the 
deadline for the province of British Columbia for 
serving notice to withdraw from the National Milk 
Marketing Plan effective July 31, 1989. 


42. FINANCIAL STATEMENT 
PRESENTATION 


A statement of changes in financial position 
has not been included because, in the opinion of 
management, it would not provide any meaningful 
additional information. Further, certain comparative 
amounts have been reclassified to conform with the 
presentation adopted in the current year. 
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Ice cream girls, 
1916. John Boyd 
Collection, National 
Archives of Canada 
PA-69859. 
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A DELICIOUS EVOLUTION . 


CAanabians love ice cream and eat an 
average of 12 delicious litres a year, only slightly less 
than their American cousins, which makes North 
Americans the greatest per capita consumers of this 
delicacy in the world. 

The roots of this wonderful dessert can be traced 
to the fourth century B.C. when Alexander the Great 
is said to have enjoyed iced confections of fruit and 
honey. When Marco Polo returned from his travels in 
the Orient in 1232, he brought back a recipe for an 
iced dessert made with milk. Most historians agree 
that such frozen concoctions evolved into what we 
call ice cream in 16th century Italy. 

Although ice cream is now enjoyed by every- 
one, it used to be eaten only by the nobility. When 
Catherine de Medici married Henry Il of France, she 
brought her retinue of chefs and a prized ice cream 
recipe to Paris. The bride of Charles | also brought 
her chef and his prize recipe to England in 1630 and 
the King paid him a generous annual fee to keep it 
a secret. 

In 1670, the first Paris café to offer ice cream on 
the menu opened for business. Other cafés soon 
followed, including the Napolitain, from which the 
name of neapolitan ice cream is derived. However, 
distribution problems and the scarcity of ice 
prevented the dessert from achieving a wider 
popularity. 


Commercial develooment was made possible by 
the invention of a hand-cranked ice cream freezer 
by Nancy Johnson, an American, and patented by 
W.G. Young in 1848. The first batch of Canadian ice 
cream was made by William Nielson in 1894. The 
development of mechanical refrigeration and dry 
ice in the late nineteen twenties solved distribution 
and storage problems and finally made ice cream 
the readily available treat it is today. 


Should you require further 


information on the activities of 


the Commission or on the 
dairy industry, we would be 
pleased to assist you. 


Information Services 
Canadian Dairy Commission 
2197 Riverside Drive 
Ottawa, Ontario 

K1A 022 


Tel.: (613) 998-9490 


This publication is also 


available in Canada through: 


Canadian Government 
Publishing Centre 

Supply and Services Canada 

Hull, Quebec 

K1A 0S9 
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Green fields and a summer sky highlight a new dairy barn near Dalkeith, Ontario. 


Mission Statement 


THE CANADIAN DAIRY COMMISSION plays a key 
role in the implementation of federal dairy policy 
and thus promotes the development and maintenance 
of a healthy and viable dairy industry in Canada. 
Working closely with producers, processors, provin- 
cial milk marketing boards/agencies and exporters, 
the Commission advises the Minister of Agriculture 
on matters relating to the dairy industry and 
develops policies and programs which meet the needs 
of the industry while providing Canadian consumers 
with adequate supplies of quality dairy products. 


Authority 


Created as a Crown Corporation in 1966 by virtue 
of the Canadian Dairy Commission Act (1966-67), 
the Commission is accountable to Parliament 
through the Minister of Agriculture and works 
closely with Agriculture Canada on matters relating 
to the dairy industry. 

The Commission has the authority to purchase, 
store, process, or dispose of dairy products; make 
payments to milk and cream producers for the 
purpose of stabilizing the price of industrial milk and 
cream; investigate matters relating to the production, 
processing or marketing of any dairy product; help 
promote the use of dairy products; and receive funds 
for the disposal of dairy products. 


Objectives 


Two objectives are delineated in the Canadian Dairy 
Commission Act: 


— to provide efficient producers of milk and cream 
with the opportunity of obtaining a fair return 
for their labour and investment; 


From left to right, Mr. Ken McKinnon, Vice-Chairman, Mr. Roch Morin, 
Chairman and Dr. Cliff Mclsaac, Commissioner. 


— to provide consumers of dairy products with a 
continuous and adequate supply of dairy 
products of high quality. 


Main Areas of Activity 


The Canadian Dairy Commission has dual 
responsibilities: those financed by the Government of 
Canada through parliamentary appropriation and 
those financed by Canadian milk producers under 
the provisions of the National Milk Marketing Plan. 

The Commission advises the Minister of Agricul- 
ture on matters relating to dairy policy; determines 
domestic requirements for industrial milk and cream 
for the purpose of establishing market sharing 
quotas; calculates the target price for industrial milk 
as well as support prices for butter and skim milk 
powder based on cost of production data. It also 
administers an offer-to-purchase program for butter 
and skim milk powder; makes a monthly payment 
on eligible milk and cream shipments to Canadian 
milk producers in order to reduce the cost of dairy 
products to consumers; determines costs associated 
with the marketing of dairy products by the Com- 
mission; calculates the levy amount to be collected 
from producers by the provinces; exports dairy 
products not needed for domestic consumption, 
provides export assistance and administers other 
marketing and promotion programs. 

The Commission also chairs the Canadian Milk 
Supply Management Committee which coordinates 
the management of industrial milk and cream 
supplies in Canada. 


The Honourable Don Mazankowski 
Minister of Agriculture 
Ottawa, Ontario 


Dear Mr. Minister, 


Another dairy year has ended and it is once again 
time to submit our report on the activities of the 
Canadian Dairy Commission from August 1, 1988 
to July 31, 1989. 

The last few years have been challenging for the 
dairy industry and 1988-89 was no exception. The 
industry therefore welcomed the Dairy Task Force 
which you established in July 1989 to advise you on 
issues arising during the balance of the current long- 
term policy and identify options for federal action 
when that policy ends in 1991. The Commission will 
be actively involved in this exercise. 

After eighteen months of deliberations, the 
Canadian Milk Supply Management Committee was 
able to reach consensus on policies that would add 
flexibility to the National Milk Marketing Plan. This 
package of policies includes a revised skim-off levy, 
changes in the basis for allocation of new quota, 
increased market share for British Columbia and 
Nova Scotia and an agreement by all signatories not 
to opt out of the plan for five years. 

Total industrial milk production for 1988-89 was 
48.8 million hectolitres which is 2.9 percent above 
MSQ. This increase in production combined with a 
1.4 percent decline in domestic consumption created 
a situation where Commission stocks rose 
significantly. In order to reduce these stocks, 2,500 
tonnes of unsalted butter were produced for export at 
the end of the dairy year. The CMSMC has discussed 
the matter of increased production and is considering 
a number of methods to discourage production above 
domestic requirements and a small sleeve. 

The target price for industrial milk was main- 
tained at $47.06 per hectolitre throughout the 1988-89 
dairy year although the pricing mechanism indicated 
a decrease in the cost of production, based on 1987 
data. Since 1988 feed costs were rising sharply due to 
drought, the government decided to keep the price at 
its current level. The price was reviewed six months 
later and maintained again. 

In addition to monitoring developments in the 
Uruguay round of Multilateral Trade Negotiations, 
the Commission actively participated in the prepara- 


tion of the Canadian submission to a GATT Panel on 
ice cream and yogurt. This panel was requested by 
the United States after Canada placed these items on 
the Import Control List. 

In 1988-89, the Canadian Milk Supply Manage- 
ment Committee approved the establishment of the 
Domestic Dairy Product Innovation Program to be 
administered by the Commission. This Program 
provides for an additional supply of milk (up to 
1 percent of MSQ) to encourage dairy and food 
processors as well as marketers to develop new 
products. These products should be significantly 
different from what is currently available and 
increase the overall demand for milk. 

The federal budget on April 27, 1989, included a 
number of items affecting dairy policy. Effective 
August 1, 1989, the direct payment of $6.03 per 
hectolitre will no longer be paid on 1.1 million hecto- 
litres of milk for export. Carrying charges for skim 
milk powder will no longer be assumed by the 
federal government. Producers will assume these 
carrying charges as well as the Commission's admin- 
istration costs that relate to its export trading operations. 

The Commission’s strategic goals for 1988-89 
(outlined on p. 4) have for the most part been 
realized. To further assist our strategic planning, we 
will be staffing a position to undertake evaluations of 
our programs and policies. 


Yours sincerely, 


wen 


e cuca 


Roch Morin 
Chairman 


Kenneth McKinnon 
Vice-Chairman 


Clifford MclIsaac 


Commissioner 


Canada is a vast country with a variety of landscapes. This year's 
annual report is graced with photographs that reflect these beautiful 
landscapes and highlight the diversity of our dairy farms. 


A small river reflects the beauty of this dairy farm near Rigaud, Quebec 
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STRATEGIC GOALS FOR 1988-89 


1. Develop proposals which could achieve greater 
flexibility in the industrial milk supply manage- 
ment program. 

Results: Measures to Improve the National Milk 
Marketing Plan (Activities of the 
CMSMC, p. 6) 

Domestic Dairy Product Innovation 
Program (Domestic Marketing, p. 15) 


2. Ensure maximum possible level of involvement in 
the Multilateral Trade Negotiations. 
Results: Participating in the preparation of sub- 
mission to a GATT panel on ice cream 
and yogurt (Import Controls, p. 8) 


3. Continue to seek means of minimizing levies paid 
by producers through enhanced domestic utiliza- 
tion of solids non-fat and the achievement of the 
highest possible return on export sales. 

Results: Levies (p. 7) 
Animal Feed Assistance Program (p. 14) 
International Marketing (p. 16) 


4. Work with industry and governments to initiate 
dairy research and to develop new products to be 
produced in Canada to expand the domestic dairy 
market. 

Results: Domestic Dairy Product Innovation 
Program (Domestic Marketing, p. 15) 


The distinctive red earth of the Island and the blue waters of the Gulf of 
St. Lawrence frame this dairy farm near Park Corner, Prince Edward Island. 


INTRODUCTION : 


THE DAIRY INDUSTRY is a key sector in the 
Canadian economy, accounting for over 16 percent 
of estimated consumer food and beverage store 
purchases. Dairy farming generated more than 

$3.3 billion in farm cash receipts in 1988 while dairy 
products shipped from processing plants were valued 
at approximately $7.2 billion. 

There are two markets for milk in Canada. 

While the fluid market (table milk and fresh cream) 
accounts for 38 percent of the milk produced, the 
remaining 62 percent is manufactured into dairy 
products such as butter, cheese, yogurt and ice 
cream. 

Each province is responsible for the production of 
its own fluid milk and sets its own pricing formulas, 
quota policies and other regulations. While the 
federal government has jurisdiction over the indus- 
trial milk market, it is administered in part through a 
federal-provincial agreement known as the National 
Milk Marketing Plan. 

The Canadian Dairy Commission contributes to 
the success of this important industry through its 
implementation of the national dairy policy and 
through its marketing activities. The results of the 
1988-89 dairy year are therefore presented within 
these two broad categories. 


The National Dairy Policy 


THE MINISTER of Agriculture has created a Task 
Force to advise him on issues that arise during the 
remainder of the current long-term dairy policy and 
to identify options for federal action when the policy 
ends in 1991. 

The Dairy Task Force will be chaired by Canadian 
Dairy Commission Vice-Chairman, Mr. Ken 
McKinnon, and will have representatives from the 
federal government, the Canadian Dairy Commis- 
sion, Dairy Farmers of Canada, the National Dairy 
Council of Canada and the Consumers’ Association 


of Canada. 


KEY ELEMENTS OF THE 
NATIONAL DAIRY POLICY 


national self-sufficiency in milk production 

on a butterfat basis; 

1) milk supply management through market 

sharing quotas; 

import controls on dairy products; 

establishment of a target price for industrial 

milk based on cost of production data; 

federal government support for the target 

price through: 

a. direct payments to milk producers; and 

b. support prices for butter and skim milk 
powder. 


SELF-SUFFICIENCY 


CANADA'S dairy policy is based on national self- 
sufficiency in milk production on a butterfat basis. 
This means the domestic market is essentially 
supplied from Canadian milk production, except for 
a controlled volume of cheese imports and small 
amounts of other dairy products not readily available 
from domestic sources. 


NATIONAL MILK SUPPLY 


MANAGEMENT 


THE MAIN purpose of milk supply management is to 
provide a balance, within a formal market-sharing 
arrangement, between the supply of industrial milk 
and the butterfat required to meet the demand for 
dairy products such as butter, cheese, ice cream and 
yogurt. Canada’s comprehensive milk supply man- 
agement system is governed by a federal-provincial 
agreement, the National Milk Marketing Plan. 

The Canadian Milk Supply Management Com- 
mittee (CMSMC) determines policies relative to the 
Plan and is responsible for the management of its 


provisions. The Committee, which is chaired by the 
Canadian Dairy Commission, has producer and 
government representatives from all provinces except 
Newfoundland, which does not produce significant 
amounts of milk for industrial purposes. 

To achieve self-sufficiency and in order to avoid 
costly surplus production, the Committee sets a 
national production target or Market Sharing Quota 
(MSQ). This quota is established by estimating the 
market demand for dairy products in Canada plus a 
small sleeve. From this amount is subtracted the milk 
equivalent of dairy product imports which are 
allowed into Canada as well as the estimated volume 
of butterfat which is removed from fluid milk. The 
amount of quota is monitored by the Committee and 
adjusted periodically to reflect anticipated changes in 
demand. 

The Plan establishes the provincial shares of the 
national quota and contains provisions for the pro- 
portional distribution of any increase or decrease in 
the amount of quota in the system. Each province 
allocates its respective share of the national quota to 
its producers according to its own quota policies. 

At the beginning of the 1988-89 dairy year, the 
Market Sharing Quota was maintained at 47.3 million 
hectolitres of milk: 46.0 million hectolitres for 
estimated domestic requirements and a sleeve of 
1.3 million hectolitres. MSQ was later revised to 
47.4 million hectolitres because of increased quota 
(0.1 million hectolitres) to British Columbia and 
Nova Scotia (see following section). 

Total industrial milk production for 1988-89 was 
48.8 million hectolitres which is 2.9 percent above 
MSQ. The CMSMC has discussed the matter of 
increasing production and is considering a number 
of methods to discourage production above domestic 
requirements and a small sleeve. 


PROVINCIAL SHARE OF NATIONAL 
MARKET SHARING QUOTA (MSQ) 


(millions) 


Kilograms Hectolitres 


July 31, 1989 of butterfat of milk % 


Prince Edward Island 3.207 0.891 1.9 
Nova Scotia 2.249 0.625 ile 
New Brunswick 2.234 0.621 eS 
Quebec 81.070 22.519 47.5 
Ontario 53.050 14.736 Sil ail 
Manitoba 6.612 1.837 3.9 
Saskatchewan 4.402 E223 2.6 
Alberta iL ese) 3.154 6.6 
British Columbia 6.571 1.825 3.8 
CANADA 170.748 47.430 100.0 


Activities of the Canadian Milk 
Supply Management Committee 


The Committee regularly considers economic or 
marketing matters which impact on producer returns 
such as levels of domestic consumption, milk pro- 
duction trends, forecasts of Commission skim milk 
powder purchases and the status of financing by 
producer levies. It also reviews other matters such as 
levy rates and their application, provincial quota 
allocations and reports on dairy product promotion. 

In addition to its regular duties, the Committee 
continued to discuss the report of its Study Team 
which had been established to look into adding 
flexibility to the National Milk Marketing Plan. 

At their May 1989 meeting, members of the 
CMSMC unanimously approved a package of 
policies which addressed most of the concerns the 
Study Team had identified. 


1. Effective as of the 1989-90 dairy year, the basis 
of collection of the fluid levy will be changed to 
$1.25 per hectolitre of skim-off. This change 
involves a redistribution of provincial levy 
contributions. 


2. The Committee also agreed that starting August 1, 
1989, changes in provincial shares of MSQ 
resulting from increases in domestic requirements 
will be allocated 90 percent pro rata to existing 
shares and 10 percent in proportion to provincial 
populations. When a reduction in MSQ occurs, 
the provincial shares will be adjusted according to 
the method that was used for the allocation of the 
quota that is being withdrawn. A part of the 
increase in MSQ which was allocated in 1987-88 
has been redistributed to British Columbia and 
Nova Scotia for 1988-89 on this principle. The 
corresponding redistribution for other provinces 
will be effective in the 1989-90 dairy year. 


3. In recognition of the special nature of the milk 
production industries in British Columbia and 
Nova Scotia, which are heavily weighted towards 
production for the fluid market, a one-time 
increase of 5 percent of their MSQ was allocated 
to both provinces effective in the 1988-89 dairy 
year. Additionally, on August 1, 1989, the MSQ 
for British Columbia will be further increased by 
43,000 kilograms of butterfat for the five-year 
period ending July 31, 1994. These actions are 
designed to allow greater flexibility in industrial 
milk processing. 

4. It was further agreed at the CMSMC Meeting of 
August 2 and 3, 1989, that all signatories to the 
National Milk Marketing Plan commit themselves 
not to use the opt out clause (L2) in the Plan for 
the next five years. 


PRODUCTION OF INDUSTRIAL 


MILK AND CREAM 
(thousand kilograms of butterfat) 


1986-87 1987-88 1988-89 
Prince Edward Island 3,188 3,207 3,172 
Nova Scotia 7 Be) 2,309 2,237 
New Brunswick DPR 2,301 Py cle? 
Quebec 80,169 82,765 83,479 
Ontario Sl ol 54,257 54,647 
Manitoba 6,627 6,980 7,003 
Saskatchewan 4,317 4,571 4,499 
Alberta Ul MA AO 11,453 
British Columbia 6,401 oro72 6,716 
CANADA 168,465 174,699 175,558 


INDUSTRIAL MILK PRODUCTION 
AND REQUIREMENTS 


(million hectolitres) 


Surplus 


Total Canadian Actual Production 

MSQ Requirements’ Production (deficit) 
1981-82 48.9 45.0 48.6 3.6 
1982-83 46.7 46.4 48.5 Bek 
1983-84 47.6 47.6 48.2 0.6 
1984-85 47.4 47.5 48.0 OFS 
1985-86 46.6 46.6 46.9 0.3 
1986-87 46.6 47.0 46.8 (0.2) 
1987-88 47.3 . 47.2 48.5? 23 
1988-89 47.4 46.7 48.8 Pop 


1Actual Domestic Requirements as determined at year-end plus 
a sleeve and the additional MSQ approved by the CMSMC. 


*Provinces were permitted to produce up to 3% above their 
MSQ at the levy rate for exports. 


Levies subsequently remitted to the Commission, on a 
monthly basis, in accordance with rates and con- 

Under the National Milk Marketing Plan, milk ditions established by the Canadian Milk Supply 

producers assume responsibility for the costs asso- Management Committee. 

ciated with the export of dairy products not required With the approval of the CMSMC, some of the 

for domestic consumption. Levies are collected by levies are used to finance special programs to increase 

provincial marketing boards and agencies through the use of specific milk products in Canada. 

deductions from payments to milk producers and Currently, animal feed assistance, milk bread and 

LEVY STRUCTURE 


The levies payable by the provinces to the Commission for the 1988-89 dairy year were calculated as follows: 


a) a blended in-quota levy, mainly to cover the projected costs for disposal of $ 3.00/hL of milk 
surplus skim milk powder which result from meeting domestic butterfat 
requirements and of exporting whole milk products from approximately 
1.3 million hectolitres; 


b) a levy to cover all costs involved in storage, handling and exporting $26.00/hL of milk 
products from milk production in excess of 100 percent of the provincial $ 4.00/kg of cream 
quota. 


Although levy rates are set by the Canadian Milk Supply Management Committee, the policies related to the 
collection of these levies are determined by the provinces. 


Por ig, NS? 
SR RA en 


The green fields of dairy farm country on the south shore of Cobequid Bay, 
near Old Barns, Nova Scotia. 


LEVIES REMITTED TO THE COMMISSION 
BY THE PROVINCES 
Industrial Milk and Cream Sector 


(in thousands) 


special butter promotions are funded in this manner. 
Based on export cost projection estimates, market 
conditions, level of production and other factors at 
the beginning of the dairy year, the levy rate for 
in-quota production for each province was set at 
$3.00 per hectolitre. 
The levy rate on milk deliveries in excess of pro- 


1986-87 1987-88 —_—- 1988-89 vincial quotas was established at $26.00 per hectolitre 
for milk and at $4.00 per kilogram for cream. The 
PEL. $ 4,239 $ 3,137 $ 2,350 rates on milk deliveries included $0.14 per hectolitre 
Nova Scotia 4,903 3,424 1,730 to cover all eligible costs associated with normal 
; butter inventory levels. The contribution from the 
Sa marek ce 2102 wate fluid milk sector to the export account continued at 
Quebec 117,861 100,878 82,344 the rate of $0.3015 per hectolitre on class I sales. 
Revenues from provincial payments into the 
ae ae aes ie! export account relative to 1988-89 milk production 
Manitoba 8,868 8,443 7,082 consisted of $131,322 million for in-quota levies, 
Sierra 5,454 5,543 3,988 $32,926 million for production in excess of quota and 
$8,033 million from the fluid sector. 
Alberta 19,170 14,576 9,596 
British Columbia 10,901 9,129 6,331 PORT 0 ROLS 
CANADA $237,460 $207,259 $164,248 a we PRODUCTS 
IN ORDER to operate its national milk supply 
management system, Canada has a wide range of 
CONTRIBUTION FROM THE measures to monitor and control imports of dairy 
FLUID MILK SECTOR? products. Without these measures, the stability 
(in thousands) provided by the national dairy policy would be 
undermined by imports which are often highly 
1986-87 1987-88 1988-89 subsidized by the countries who export them. The 


Canadian government has established import 
controls which are administered by the Department 
of External Affairs under provisions of the Export 


Prince Edward Island $ 42 §$ 43 §$ 43 


Nova Scotia 347 350 340 and Import Permits Act. 
New Brunswick 212 212 204 In addition to monitoring developments in the 
Uruguay round of Multilateral Trade Negotiations, 
Quebec 2,034 2,065 2,059 See : — : 
the Commission actively participated in the prepara- 
Ontario 2,981 3,036 3,018 tion of the Canadian submission to a GATT Panel on 
Veta: eit Al os ice cream and yogurt. This panel was requested by 
the United States after Canada placed these items on 
Saskatchewan 298 296 292 the Import Control List. This process has permitted 
ieee 780 781 704 the Commission to identify ways to strengthen the 
case for national supply management programs 
British Columbia 931 956 954 under the GATT. 
Canada has import quotas for certain dairy 
CANADA $ 7,954 $ 8070 $ 8,033 


products such as buttermilk powder, condensed milk 
and cheese. The cheese quota has been fixed at 
20.4 million kilograms per year since 1978 and, as a 


*Calculated at a rate of 30.15 cents per hectolitre of sales. 


result, all growth in Canadian cheese consumption 
since then has been filled by domestic production. 
Nevertheless, imports of cheese into Canada continue 
to represent a considerably greater proportion of 
domestic consumption than is the case with the 
United States or the European Economic Community. 


TARGET PRICE FOR TARGET PRICE FOR INDUSTRIAL MILK 
INDUSTRIAL MILK per hetolite 


: : 1985 August 16 $45.68 
THE TARGET PRICE is defined as the level of return 7 
efficient milk producers would have to receive to 1986 August 1 $46.48" 
recover their cash costs, labour and investment 10sees ebrdaty tl $47.06! 


related to the production of industrial milk. The 
actual market returns producers receive depend on e 
ee k EP er lothe; f Includes $0.18 and $0.14 respectively to cover all eligible 

ecisions taken at the provincial level. e impact o costs associated with normal butter inventory levels. 
these decisions may differ from province to province, 
not only because of different prices but also through 
different product utilization. 


The cost of producing milk is calculated on the In calculating the cost of production, 30 percent of 
basis of data collected on approximately 350 farms in the sample, representing producers with the highest 
Ontario, Quebec and New Brunswick. The sample is costs, is eliminated and the average costs of the other 
randomly selected from the lists of producers regis- 70 percent are taken into account on the basis that 
tered in these provinces. they represent more efficient producers. 

Three factors are taken into consideration: cash The target price is set annually in August, at the 
costs which represent the costs incurred to operate beginning of each dairy year. An indexing method is 
the farm on a day-to-day basis; capital costs asso- used to review the price midway through the year 
ciated with financing farm assets and working and adjustments may be made in February if the 
capital; and producer labour to which industrial change is 2 percent or more. 
wage rates are applied. The percentage breakdown However, on August 1, 1988, the target price was 
of these factors is detailed on the next page. maintained at $47.06 per hectolitre although the 


tae. TE Stic = San bs 


x2 


Some Guernseys enjoying the daisies as they return to the barn, near Norton, 
New Brunswick. 


TARGET PRICE COMPONENTS 
Total estimated cost of producing one hectolitre of milk 

For the target price set on February 1, 1988, and maintained throughout the 1988-89 dairy year, the percentage break- 
down for the three types of costs was as follows: 
CASH COSTS 

Purchased feed 12% 

Transportation and marketing board fees 9% 

Hired labour 5% 

Machinery, equipment repairs 4% 

Fertilizer and herbicides 3% 

Property taxes and insurance 3% 

Fuel and oil 2% 

Hydro and telephone 2% 

Land and building repairs 2% 

Veterinary expenses 1% 

Artificial insemination 1% 

Custom work 1% 

Seed and plants 1% 

Miscellaneous 1% 

TOTAL ‘CASH COsTs 47% $21.83 
CAPITAL COSTS 

Return on equity 9% 

Machinery and equipment depreciation 6% 

Interest 5% 

Building depreciation 2% 

Cow herd inventory change 1% 

TOTAL CAPITAL COSTS 23% $10.88 
PRODUCER LABOUR 

Direct labour 29% 

Return to management 1% 

TOTAL PRODUCER LABOUR 30% $14.21 

TOTAL ESTIMATED COST OF PRODUCING 

ONE HECTOLITRE OF MILK 100 % $46.92 
Amount to cover all eligible costs associated with normal butter inventory levels $ 0.14 

TARGET PRICE $47.06 


mechanism indicated a decrease of $1.89 in the cost 
of production. This reduction was due to government 
payments to milk producers in 1987, productivity 
improvements and other measured cost changes. 
Since feed costs were rising sharply due to drought, 
the government decided to maintain the price and 
review it again in six months. On February 1, 1989, 
the target price was maintained at $47.06 per 
hectolitre. 
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Producers are concerned that survey results from 
the previous calendar year often lag behind actual 
production costs and have questioned the lack of 
indexing for the August 1 price and the method of 
indexing for February 1. The Minister of Agriculture 
has asked the Dairy Task Force to look at alternative 
price-setting mechanisms at arm’s length from the 
government and report back on this issue by 
January 1990. 


SUPPORT FOR THE 


TARGET PRICE 


THE FEDERAL government supports the target price 
for industrial milk in the marketplace through two 
programs of the Canadian Dairy Commission: 


Direct Support Payments 
to Milk Producers 


Producers receive direct payments from the 
government on deliveries of industrial milk and 
cream produced to meet domestic requirements and 
on 1.1 million hectolitres produced for export. 

These monthly payments are part of the target 
price and are intended to moderate the price that 
consumers pay for dairy products thus stimulating 
consumption and contributing to the maintenance of 
a sizeable dairy industry. 

The direct payment which has remained unchanged 
since 1975-76, was $1.675 per kilogram of butterfat 
or $6.03 per hectolitre of milk with a butterfat content 
of 3.6 kilograms, and represents 12.8 percent of the 
target price compared to 24.0 percent in 1975. 


Af 


\n 


Notre Dame de Lourdes, Manitoba. 


A big Prairie sky and wide open spaces surround this dairy farm near 


DIRECT SUPPORT PAYMENTS TO PRODUCERS 
OF INDUSTRIAL MILK AND CREAM! 


(in thousands) 


1986-87 1987-88 1988-89 
PArale » Stl S See 3 Si wefe 
Nova Scotia Sy eyeil Bool 3,664 
New Brunswick 3,683 3,737 3,677 
Quebec 133,747 132,970 131,893 
Ontario 86,450 89,915 87,797 
Manitoba 10,903 10,856 10,726 
Saskatchewan Y), AM Vp rose) 7,175 
Alberta 18,718 19,037 18,686 
British Columbia 10,363 10,454 10,717 
CANADA $279,912 $283,092 $279,593 


produced for export. 


‘Includes direct payments on 1.1 million hectolitres of milk 


SUPPORT PRICE STRUCTURE 


TARGET PRICE FOR INDUSTRIAL MILK 
$47.06 per hectolitre 


Butter Skim milk powder 

Support price Support price Direct 

pport p PROIEP. Processor Payment to 
required to meet required to meet Wisin Milk 
target price target price = 
(per kilogram)  $5.102 = (per kilogram)  $3.013 “ Producers 
Amount in Amount in $7.20 $6.03 
one hL of milk X 4.41 kg one hL of milk X 8.54 kg per hectolitre per hectolitre 

$22.50 $25.73 


For the 1988-89 dairy year, the direct payments 
totalled $279.6 million and they covered 166.9 million 
kilograms of butterfat (45.3 million hectolitres of 
milk) used for domestic requirements and 4.0 million 
kilograms of butterfat (1.1 million hectolitres of milk) 
produced for export. 

As of August 1, 1989, the direct payment will 
only be paid on industrial milk produced to meet 
domestic requirements and not on the 1.1 million 
hectolitres produced for export. This reduction of 
$6.6 million was announced in the last federal 
budget. 


NUMBER OF DAIRY FARMS 

1986-87 1987-88 1988-89 
Prince Edward Island 782 752 703 
Nova Scotia 777 734 707 
New Brunswick 680 628 599 
Quebec 17,056 N6e252 15,652 
Ontario IA, NESy/ Mil Whey 11,454 
Manitoba 2,599 2,432 2,283 
Saskatchewan 2S 1,825 1,657 
Alberta 2,782 2,489 2,340 
British Columbia 1,064 1,050 1,050 
CANADA 40,072 37,949 36,445 


Support Prices for 
Butter and Skim Milk Powder 


The balance of the target price has to come from 
the marketplace. By setting support prices for butter 
and skim milk powder, and offering to purchase 
product at those prices, the government provides a 
mechanism whereby producers achieve the target 
price for their milk. Support prices, which also 
include a processor margin, are used as a guideline 
by the provincial marketing agencies for their own 
pricing levels. The offer-to-purchase program allows 
the Commission to hold butter stocks in reserve, thus 
ensuring a plentiful supply at all times. 

On August 1, 1988, support prices for butter and 
skim milk powder were $5.102 per kilogram and 
$3.013 per kilogram respectively. 

On that date, the government increased the yield 
factors for butter from 4.32 to 4.41 kilograms and 
from 8.24 to 8.54 kilograms for skim milk powder 
and adjusted the processor margin to $7.20 per 
hectolitre. These modifications did not result in 
changes to support prices nor to the returns which 
processors received. 


FEDERAL SUPPORT PRICES FOR 
BUTTER AND SKIM MILK POWDER 
(per kilogram) 
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Effective Skim milk 
Date Butter powder 
1985 Aug. 16 $4.929 $2.922 
1986 Aug. 1 $5.035 $2.978 
1988 Feb. 1 $5.102 $3.013 


Marketing Activities 


MARKETING OPERATIONS 


Butter and Skim Milk 
Powder Inventories 


On August 1, 1988, the Commission began the 
dairy year with 12.48 million kilograms of butter and 
7.49 million kilograms of skim milk powder in inven- 
tory. During the year, the Commission purchased 
14.24 million kilograms of butter and 67.34 million 
kilograms of skim milk powder. Sales to manufac- 
turers were 8.76 million kilograms of butter and 
exports were 52.58 million kilograms of skim milk 
powder, leaving a closing inventory of 17.95 million 
kilograms of butter and 22.25 million kilograms of 
skim milk powder as at July 31, 1989. 
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Carrying Charges 


Carrying charges associated with the Commis- 
sion’s offer-to-purchase program for butter and skim 
milk powder were $10.8 million. 

In 1988-89, the federal government continued to 
pay for the storage, transportation and interest costs 
for skim milk powder purchases from milk produced 
to meet Canadian butterfat requirements. However, 
as announced in the federal budget of April 1989, 
these costs will become the responsibility of milk 
producers as of August 1, 1989. 

For butter purchased by the Commission and 
eventually consumed in the domestic market, $0.14 
per hectolitre of milk is collected from the market- 
place to finance the cost of handling these volumes. 
Provinces return this surcharge to the Commission 
through an increase in producer levies of the same 
amount. 


Ehn 
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A herd of Holsteins wandering around their domain, near Balgonie, 
Saskatchewan. 


MARKETING ACTIVITIES 
OF THE COMMISSION 


(millions of kilograms) 


Stocks at 
Purchases Sales year-end Imports 

Butter 

1986-87 9.80 18.30 10.75 — 

1987-88 13.60 11.88 12.47 — 

1988-89 14.24 8.76 IW BE — 
Skim milk powder 

1986-87 67.90 73.00 8159 4.991 

1987-88 61.47 62.53 7.49 — 

1988-89 67.34 52.58 D2eno) _ 


Imported from the U.S. by the Commission and sold for 
animal feed. 


An increase in production combined with a 1.4 
percent decline in domestic consumption created a 
situation where Commission stocks rose significantly. 


In order to reduce these stocks, 2,500 tonnes of 


unsalted butter were produced for export at the end 
of the dairy year. 


Butter Transportation 
Assistance Program 


The purpose of this program is to make butter 
available at roughly the same price across Canada. 
Under this program, butter re-workers have their 
butter transportation costs reimbursed (minus a 
deductible) whether they purchase from the trade or 
directly from Commission stocks. This program 
covers movement from a butter-surplus region to a 
butter-deficient region. Payments under this program 
totalled $0.6 million in 1988-89. 


Animal Feed Assistance Program 


The Animal Feed Assistance Program offers 
animal feed manufacturers the opportunity to obtain 
skim milk powder that is surplus to Canadian 
requirements and would otherwise be exported. 

Due to increases in world skim milk powder prices, 
the level of assistance was reduced from $1.36 to 
$0.91 per kilogram as of August 1, 1988. Conse- 
quently, volumes of skim milk powder used in 
animal feed dropped significantly in this dairy year, 
from 20.2 million kilograms in 1987-88 to 11.3 
million kilograms in 1988-89. Payments under this 
program totalled $10.3 million this year compared to 
$29.5 million in 1987-88. 


PER CAPITA DISAPPEARANCE? OF DAIRY PRODUCTS IN CANADA, 1978-1988 


Concen- Sweetened 
Fluid or table trated Condensed Skim 

milk & Cheddar’ Processed? Specialty! Total whole whole milk Cottage _—Ice 

cream Butter —_ cheese cheese cheese cheese milk milk powder cheese cream Yogurt 

Litres Kilograrng) << «cleo ee as 2 agers w cccie coe? aJe cael stoaie 900 aie ele eee ioe eee cet e alter Litrestee ee 
1978 105.78 4.56 1.34 DAV 3.29 6.80 4.32 Ors 0.41 LW War 1.68 
1979 108.61 4.45 1278 2.05 3.49 TES, 2.47 0.38 PAN 1.14 12.94 1.69 
1980 108.81 4.52 1.79 2.14 3.56 7.49 2.20 0.53 1.80 HEZS 12.96 1.69 
1981 108.25 4.43 70 2.18 3.74 7.68 DM) 0.51 1.99 1.28 12.80 1.67 
1982 108.20 4.28 1.44 2.20 3.96 7.60 2.49 0.46 2.41 neal IWS 173 
1983 107.84 4.36 1.47 Deon 3.91 7.99 2.91 0.55 IS) dE22 WA Seu 1.89 
1984 107.66 4.27 eZ 2.08 4.29 8.09 1.20 0.53 Drow 2 11.98 NP 
1985 106.31 4.10 2.14 2208 4.65 8.82 2209) 0.53 1.81 1.34 2, 2.41 
1986 107.86 3.92 2.36 1.96 Owe) 9.55 ROS 0.44 1.79 1.29 12.43 ah 
1987 109.23 3.89 2.34 2.06 Sl 9.91 1.90 0.38 BS ee; WAS) 3.20 
1988 107.56 3.86 2.14 Dyas) Oe) CoM 1.76 0.24 1.88 nel 12.39 3.24 


‘Does not include cheese used in “processed cheese.” 


*Cheese equivalent of processed cheese (assumed to be 73% cheese by volume). Starting in 1975, 95% assumed to be of cheddar, and the balance of variety. 


*Per capita disappearance based on population, July Ist. 


Sources: Statistics Canada, Agriculture Canada 
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DOMESTIC MARKETING 


THE CHALLENGE of promoting and selling more 
milk and milk ingredients in Canada is primarily the 
responsibility of the industry. The Commission works 
closely with federal departments such as Agriculture 
Canada and Consumer and Corporate Affairs Canada 
to provide appropriate regulatory support and to 
complement the industry’s individual marketing 
activities with broad-base programs. 

The Commission uses its unique position in the 
industry to identify and promote marketing oppor- 
tunities where a nation-wide approach is required. 

It administers the Animal Feed Assistance Program, 
the Domestic Dairy Product Innovation Program as 
well as the Milk Bread Program and various butter 
promotions (in coordination with the Dairy Bureau 
of Canada). These programs are financed by milk 
producers and not by government. 

The Animal Feed Assistance Program benefits 
milk producers who receive an equivalent or higher 
return for their product than they would on the 
world market. It is also intended to enhance the 
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4. | 
Some Holsteins eyeing a stack of hay in the warm afternoon sun, 
near Leduc, Alberta. 


viability of the veal industry in Canada. The Milk 
Bread Program is another marketing initiative that 
has evaluated the potential of re-introducing milk 
ingredients in a specific market. Under this Program, 
breads meeting certain conditions on milk ingredient 
content are eligible for production and marketing 
incentives. 

In 1988-89, the Canadian Milk Supply Manage- 
ment Committee approved the establishment of the 
Domestic Dairy Product Innovation Program which 
is to be administered by the Commission. This Pro- 
gram provides for an additional supply of milk (up 
to 1 percent of MSQ) to encourage dairy and food 
processors as well as marketers to develop new 
products which are significantly different from what 
is currently available and which will increase the 
overall demand for milk. A selection committee 
composed of the Commissioners and the President of 
the National Dairy Council will review applications 
twice a year in the months following the deadlines of 
September 30 and February 28. 

While the Program is not expected to dramatically 
increase overall demand for milk, it should encourage 
the development and introduction of new or innova- 
tive dairy products in the Canadian marketplace. 


The Commission is also an active participant in 
an industry/government Committee to research 
trends in consumer demand on a broad basis. These 
results will be used in the preparation of a Strategic 
Plan for the dairy industry which was recommended 
by the Commission's Consultative Committee. 

The Commission continues to provide market 
information and trends as well as industry contacts 
to assist individual companies seeking markets for 
new products. 


INTERNATIONAL MARKETING 


DURING the first half of the 1988-89 dairy year, 
overall world prices for dairy products continued to 
increase. Skim milk powder prices peaked during 
November, December and January, while increases in 
butter prices were more pronounced during the 
second half of the dairy year. Whole milk products, 
such as whole milk powder and cheese, also benefited 
from a favourable scenario. 

In 1988-89, the Commission's whole milk product 
exports were valued at $43.0 million, while skim 
milk powder exports totalled $113.5 million. The 
Commission paid $33.8 million in export assistance. 


Skim milk powder 


Total skim milk powder exports by the Commis- 
sion reached 52.6 million kilograms. Mexico remained 
the largest purchaser of skim milk powder of Cana- 
dian origin, while we maintained our position in 
some South-East Asia and Caribbean markets. 

We sold less powder to the Canadian International 
Development Agency (CIDA) in 1988-89 because of 
reduced funding in the food assistance program 
managed by the Agency. 


Butter 


Subsequent to August 1, 1989, the Commission 
sold 2.5 million kilograms of unsalted butter on the 
world market in order to decrease its butter reserves. 
The reduction of surplus butter stocks by the EEC 
over the last few years has strengthened the market 
for that commodity. 


Evaporated milk 


The Commission exported some 725,000 cartons 
of evaporated milk in 1988-89, mainly to Libya. 
Prices remained weak in a very competitive market 
because of a processing overcapacity throughout the 
world. 


Whole milk powder 


Total whole milk powder exports were nearly 
11.3 million kilograms. The Commission sold these 
volumes mainly to Algeria and Peru. 
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Dairy Product Export 
Assistance Program 


Since more and more exporters are familiar with 
the Export Assistance Program, the share of whole 
milk products exported under this program increased 
from 27 percent in 1987-88 to 36 percent in 1988-89. 
The Commission had three objectives: to export 
value-added products as much as possible; to maxi- 
mize visibility for Canadian dairy products through- 
out the world and to reduce the costs associated with 
export activities which are funded by milk producers. 
Once again this year, the largest share of assistance 
went to cheese exports. 


DISPOSITION OF SKIM MILK POWDER 


(millions of kilograms) 


Export sales 41.4 
CIDA 9.4 
UNITED STATES in bond market 1.6 
UNITED STATES quota 0.2 

52.6 


Volumes sold for: 


ANIMAL FEED (domestic) 11.3 
BABY FOOD (export) 0.7 
MILK BREAD (domestic) 0.5 
1225 

CHEESE EXPORTS 


(millions of kilograms) 


Dairy Calendar 
Year Year 
1988-89 1988 
Aged Cheddar to the EEC 
In Quota 2.8 2.8 
Out of Quota LG 17, 
4.5 4.5 
Cheese to the USA 
In Quota Dep) De} 
Out of Quota 0.3 0.4 
DES DI 
Other Exports 6.4 4.8 
TOTAL EXPORTS 13.4 12.0 


The Commission's senior management team. From left to right, seated: 
Lyse Champagne, Richard Labossiére, Jocelyn Comtois, Gaétan Paquette; 
standing, Erik Kramar, Rowan Lalonde, Charles Birchard, Richard King, 
Paul Simard. 


PERSONNEL 


THE CANADIAN DAIRY COMMISSION consists of 
three Commissioners who are appointed by Governor 
in Council and a support staff of sixty-nine. The 
Commission’s offices are in Ottawa. 


Commissioners 

Chairman Roch Morin 
Vice-Chairman Kenneth McKinnon 
Commissioner Clifford MclIsaac 


Senior Commission Personnel 


Charles C. Birchard 
R. Erik Kramar 


Senior Policy Advisor 
Chief Economist 
Director, Marketing 


Operations Gaétan Paquette! 
Director, Domestic 

Marketing Rowan Lalonde 
Director, International 

Marketing Jocelyn Comtois 


Director, Finance and 
Human Resources 

Director, Subsidy Operations 
and Administration 

Director, Legal Services 

Director, Information 
Services 


Paul Simard 


Richard Labossiére 
Richard King 


Lyse Champagne 
‘Appointed February 1989, replacing Lorne Marcellus. 
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CONSULTATIVE COMMITTEE 


TO THE COMMISSION 


THE Canadian Dairy Commission Act provides for 
the establishment of a Consultative Committee to 
advise the Commission on matters relating to the 
dairy industry. This nine-member Committee is 
appointed by the Minister of Agriculture and repre- 
sents the interests of milk producers, processors, 
retailers and consumers. 

The Committee met three times in 1988-89 and 
concentrated its attention on the following matters: 
risks and opportunities within the dairy industry; 
research in Canada and the United States regarding 
butterfat issues; advertising and collaboration 
between the government and the private sector in 
dairy research; and various other matters concerning 
the industry. 

The Committee has recommended that the 
Commission assume the leadership in the develop- 
ment of a Dairy Industry Strategic Plan to achieve a 
consensus on a number of issues which the dairy 
sector will have to deal with in the future. 

Mr. Neil Gray, former Manager of Dairyland 
Foods in British Columbia, chairs the Committee. 
The other members are Mrs. Vicki Billingsley, a 
consultant and a consumer advocate from the North- 
west Territories; Mr. Roger Daoust, a milk producer 
from Quebec; Mrs. Betty Duizer, a milk producer 
from Nova Scotia; Mr. André Forcier, Director 
General of Agrinove; Mr. Graham Freeman, Chair- 
man and Chief Executive Officer of Ault Foods 
Limited; Mr. Doug Lunau, President of Intersave, a 
subsidiary of Loblaw Companies Limited; Mr. Bill 
Sherwood, a milk producer and General Manager of 
the New Brunswick Milk Marketing Board; and 
Mr. Eugéne J. Vallée, a grocery retailer from Montreal. 


Audited Financial Statements 


MANAGEMENT RESPONSIBILITY 


FOR FINANCIAL STATEMENTS 


THE FINANCIAL statements of the Canadian Dairy 
Commission and all information in this annual 
report are the responsibility of management. The 
statements have been prepared in accordance with 
generally accepted accounting principles which have 
been consistently applied, using management's best 
estimates and judgements, where appropriate. 
Financial information presented elsewhere in the 
annual report is consistent with the statements. 

In discharging its responsibility for financial 
reporting, management maintains and relies on 
financial and management control systems and 
practices which are designed to provide reasonable 
assurance that transactions are authorized, assets are 
safeguarded and proper records are maintained. 
These controls and practices ensure the orderly 
conduct of business, the accuracy of accounting 
records, the timely preparation of reliable financial 
information and the adherence to Commission 
policies and statutory requirements. 

The Audit Committee, which is made up of the 
Commission's three Commissioners, oversees manage- 
ment’s responsibilities for maintaining adequate 
control systems and the quality of financial 
reporting. The Commission's external auditors and 
those conducting its internal audits have free access 
to the Audit Committee to discuss the results of their 
work and to express their concerns and opinions. 

The financial statements have been audited by the 
Auditor General of Canada, the independent auditor 
for the Government of Canada. 


We KS ees: 


Roch Morin 


Chairman 


Tl Goad 


Paul Simard 


Director of Finance 
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AUDITOR'S REPORT 


To the Minister of Agriculture 


I have examined the balance sheet of the Canadian 
Dairy Commission as at July 31, 1989 and the state- 
ment of operations and financing by producer levies 
and the statement of dairy support program and costs 
financed by the Government of Canada for the year 
then ended. My examination was made in accordance 
with generally accepted auditing standards, and 
accordingly included such tests and other procedures 
as I considered necessary in the circumstances. 

In my opinion, these financial statements present 
fairly the financial position of the Commission as at 
July 31, 1989 and the results of its operations for the 
year then ended in accordance with generally accepted 
accounting principles applied on a basis consistent 
with that of the preceding year. 

Further, in my opinion, the transactions of the 
Commission that have come to my notice during my 
examination of the financial statements have, in all 
significant respects, been in accordance with Part X 
of the Financial Administration Act and regulations, 
the Canadian Dairy Commission Act and the 
by-laws of the Commission. 


— 


D. Larry Meyers, F.C.A. 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 6, 1989 


BALANCE SHEET 
as at July 31, 1989 


1989 


1988 


ASSETS 

Accounts receivable 
Trade 
Government of Canada 
Producer levies 


Inventories (Note 4) 


LIABILITIES 


Accounts payable and accrued liabilities 
Direct support payments payable to producers 


Allowance for losses on disposal of 
surplus production 


Loans from Government of Canada (Note 5) 


EXCESS OF FINANCING 
BY PRODUCER LEVIES 


Excess of financing over net cost of operations 
(Note 9) 


Approved: 


eo Jorros 


Vice-Chairman 


Director of Finance 


(in thousands of dollars) 


$ 789 
44,157 
99,195 

142,595 


$ 242,736 


$ 42/533 
43,791 


17,007 
114,250 


217,581 


25,155 


$ 242,736 


$ 23,084 
32,271 
64,773 
82,656 


$ 222,784 


$ 44,524 
51,837 


8,766 
87,363 


192,490 


30,294 


$ 222,784 


The accompanying notes and schedule are an integral part of these financial statements 
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STATEMENT OF OPERATIONS AND FINANCING 


BY PRODUCER LEVIES 
for the year ended July 31, 1989 


1989 


1988 


Export sales 
Cost of goods sold 


Loss on export sales 


Domestic sales 

Cost of goods sold 
Margin on domestic sales 
Total loss on sales 


Assistance and expenses 


TOTAL COST OF OPERATIONS 


Less operating costs financed by the Government 
of Canada 


Administrative expenses 


Carrying charges 


Net cost of operations financed by producer levies 
Financing by producer levies (Note 3) 
Excess of financing over net cost of operations 


Excess at beginning of year 


Refunds of excess 


EXCESS AG ENDIOR EA 


(in thousands of dollars) 


$ 156,790 $ 127,750 
208,137 240,159 
51,347 112,409 
43,321 53,388 
41,601 52,413 
(1,720) (975) 
49,627 111,434 
108,514 103,407 
158,141 214,841 
4,694 4,435 
2,920 2,126 
7,614 6,561 
150,527 208,280 
172,281 215,329 
21,754 7,049 
30,294 23,245 
52,048 30,294 
26,893 SS 
$ 25,155 $ 30,294 


The accompanying notes and schedules are an integral part of these financial statements 
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STATEMENT OF DAIRY SUPPORT PROGRAM AND COSTS 


FINANCED BY THE GOVERNMENT OF CANADA 
for the year ended July 31, 1989 


1989 1988 


(in thousands of dollars) 


Direct support payments to producers of industrial 


milk and cream $ 279,593 $ 283,092 
Administrative expenses 4,694 4,435 
Carrying charges 2,920 2,126 
Cost of production studies 303 593 
Total costs financed by the Government of Canada $ 287,510 $ 290,246 


The accompanying notes and schedule are an integral part of these financial statements 
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NOTES T0 


FINANCIAL STATEMENTS 


July 31, 1989 


1. THE COMMISSION 


The Canadian Dairy Commission (the “Commis- 
sion’) is an agent Crown corporation named in Part I, 
Schedule III to the Financial Administration Act and 
is not subject to the provisions of the Income Tax Act. 
The objectives of the Commission, as established by 
the Canadian Dairy Commission Act, are “to provide 
efficient producers of milk and cream with the oppor- 
tunity of obtaining a fair return for their labour and 
investment and to provide consumers of dairy 
products with a continuous and adequate supply of 
dairy products of high quality”. 

The Commission administers the dairy support 
program financed by the Government of Canada, 
under which it makes direct support payments to 
producers. In cooperation with the Canadian Milk 
Supply Management Committee (CMSMC), which it 
chairs, the Commission undertakes the management 
and administration of operations financed by 
producer levies. 

The Commission purchases, at Canadian support 
prices, all butter and skim milk powder tendered to 
it. While most of the butter purchased by the Com- 
mission is later resold in the domestic market, most 
of the skim milk powder is in excess of domestic 
needs and is exported. The Commission sells produc- 
tion surplus to domestic requirements in the form of 
whole milk products, skim milk powder and butter 
on international markets at the prevailing world 
prices. Historically, these prices have usually been 
lower than Canadian support prices. The Commis- 
sion also pays assistance to processors and exporters 
to assist them in disposing of dairy products directly. 


2. SIGNIFICANT ACCOUNTING 
POLICIES 


Foreign currency translation 

Sales and receivables in foreign currencies are 
hedged by currency conversion agreements and are 
translated into Canadian dollars at the exchange rates 
provided therein. 


Inventories 
Inventories are valued at the lower of cost or 
estimated net realizable value. 
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Allowance for losses on disposal 
of surplus production 

The Commission establishes an allowance for 
losses on disposal of surplus production by reference 
to its outstanding purchase commitments, actual 
butter inventory levels relative to the normal levels 
determined by the Commission and world market 
prices. 


Excess of financing over net cost of operations 

In accordance with the National Milk Marketing 
Plan, the treatment of any excess of financing by 
producer levies over the net cost of operations is 
determined by the Canadian Milk Supply Manage- 
ment Committee. Refunds are recorded in the year 
declared. 


3. FINANCING 


Government of Canada 

The Agricultural Stabilization Board provides 
financing to the Commission for direct support pay- 
ments to producers of industrial milk and cream 
(referred to as “subsidies to producers” in the 1989-90 
Main Estimates) and for the carrying charges asso- 
ciated with skim milk powder. The Commission's 
administrative expenses and professional services 
relating to cost of production and other studies are 
financed by the Government of Canada. 

As a result of the April 1989 Budget, effective 
August 1, 1989, the federal funding of the Commis- 
sion’s administrative expenses associated with the 
export of dairy products and of the carrying charges 
for skim milk powder will cease. In addition, the 
federal funding of $6.03 per standard hectolitre direct 
support payment on 1.1 million hectolitres of Special 
Export Program industrial milk production was 
discontinued on July 31, 1989. 


Producer levies 

Producers are responsible for all costs of opera- 
tions not financed by the Government of Canada. 
These costs are financed through levies established 
by the CMSMC, charged and collected by the pro- 
vincial marketing boards and agencies and remitted 
to the Commission. 


Producer levies are comprised of: 


1989 1988 
(in thousands of dollars) 

Industrial Milk 
In-Quota levies $131,322 $175,365 
Over-quota levies 32,926 31,894 
164,248 207,259 
Fluid Milk 8,033 8,070 
Total $172,281 $215,329 


Industrial milk levies include an amount to cover 
all eligible costs associated with normal butter inven- 
tory levels determined by the Commission. The 
excess (deficiency) of financing over these eligible 
costs for the year amounted to ($0.6) million (1988 - 
$2.3 million). The cumulative excess at year end 
amounted to $2.9 million (1988 -— $3.5 million), and 
is included with the excess of financing over net cost 
of operations and will be applied to future eligible 
costs associated with normal butter inventory levels. 


4, INVENTORIES 


Inventories are comprised as follows: 


1989 1988 
(in thousands of dollars) 
Cost 

Butter $ 91,229 $ 62,930 
Skim milk powder 67,032 22,598 
Other dairy products 125373 15,624 
170,634 OMS 

Less allowance for write down 
Butter (unsalted only) 8,038 — 
Skim milk powder 15,294 10,292 
Other dairy products 4,707 8,204 
28,039 18,496 
Net book value $142,595 $ 82,656 


5. LOANS FROM 
GOVERNMENT OF CANADA 


Loans from the Government of Canada, to a 
maximum of $300 million, are available to finance 
operations. There are no specific terms of repayment. 
Principal and accrued interest, however, are repaid 
on a regular basis as and when funds are available. 
The interest rates during the year varied from 8.995% 
to 12.888% (1988 — 7.231% to 9.478%). 


Loan transactions for the year are summarized as 
follows: 


1989 1988 

(in thousands of dollars) 

Balance at beginning of year $ 87,363 $ 85,166 
Borrowings 278,222 279,684 
Payments (251,335) (277,487) 
Balance at end of year $114,250 $ 87,363 


Accrued interest at 


end of year Sae2-30256 2 o -710 
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6. REPRESENTATIVES’ FEES 


The Commission has used the services of repre- 
sentatives for the sale of dairy products on the export 
market. Their fees, which are included in cost of 
goods sold, are as follows: 


1989 1988 


(in thousands of dollars) 
Coopérative Fédérée 


de Québec, Canada $ 1,001 $ 631 
Intercontinental, Mexico 1,000 1,026 
Gestion Y. Dessarrollo - 

Commercial S.A., Peru 259 Rive 
Canada Expa (1980) Inc., 

Canada — 4 
Total $ 2,260 Gr2 218 


7. PURCHASE COMMITMENTS 


As at July 31, 1989, the Commission was com- 
mitted to purchase butter and skim milk powder 
produced prior to that date at Canadian support 
prices and other dairy products produced prior to 
that date at negotiated contract prices. These commit- 
ments amounted to approximately $15.3 million 
(1988 - $14.4 million). 


8. RELATED PARTY TRANSACTIONS 


Included in export sales is an amount of $8.6 
million (1988 - $11.5 million) of sales to the Cana- 
dian International Development Agency. These sales 
were carried out in the normal course of business and 
at the Commission's established sales prices. 

In addition, government departments provided the 
Commission with certain administrative services 
without charge. 


9. SUBSEQUENT EVENT 


In accordance with the decision of the CMSMC 
at its meeting of September 26, 1989, the excess of 
financing as at July 31, 1989, excluding the cumu- 
lative excess of financing over all eligible costs 
associated with normal butter inventory levels of 
$2.9 million, will be refunded to the provinces. 


10. FINANCIAL STATEMENT 
PRESENTATION 


A statement of changes in financial position has 
not been included because, in the opinion of manage- 
ment, it would not provide any meaningful addi- 
tional information. In addition, certain comparative 
amounts have been reclassified to conform with the 
presentation adopted in the current year. 


SCHEDULE OF OPERATIONS BY PRODUCT 


for the year ended July 31, 1989 
(in thousands of dollars) 


1989 
Skim Milk Evaporated Other 
Butter Powder Milk Products* Total 
Export sales $ 355 $113,477" $215,555 be27 403m ol oon 
Cost of goods sold 528 146,462 19,691 41,456 208,137 
Loss on export sales Wye 32,985 4,136 14,053 51,347 
Domestic sales 43,321 _ _ _ 43,321 
Cost of goods sold 41,601 — — _— 41,601 
Margin on domestic sales (1,720) — — — (1,720) 
Total loss on sales § (1,547) -$°32/985 See Gee 4) 1S Ome 14055 49,627 
Assistance and expenses 

Dairy product assistance — Export $ 1,325 $ 649° $9) (7749 3Ss3i 1 iseo moo en 
— Domestic 570 10,280 — — 10,850 
Inventory writedown 8,038 15,294 1,526 6), ilfeii | 28,039 
Promotion Beis) 800 — — 1,355 
Carrying charges 6,617 4,214 624 795 12,250 
Provision for doubtful accounts = — _ 458 458 
$ 17,105 $731 2379 $2024 ee 86,813 

Provision for losses on disposal 
of surplus production 17,007 
Administrative expenses 4,694 
Total assistance and expenses 108,514 
Total cost of operations $ 158,141 


“Includes whole milk powder and cheese 


Nm 
1988 
Skim Milk Evaporated Other 
Butter Powder Milk Products* Total 


omeiv7ee> 91,913. $14,649 $ 20,011 $ 127,750 
6,211 170,472 22,122 41,354 240,159 


5,034 78,5959 7,473 21,343 112,409 
53,388 = — — 53,388 
52,413 == — — 52,413 

(975) — — — (975) 


oma059.) 9 78,559 $ 7,473 § 21,343 111,434 


Seeli865)°5° 1,754 5 1,711 §$ 20,328 $ 24,979 


759 29,542 = = 30,301 

= 10,292 1,806 6,398 18,496 
5,218 1,955 oo — TAS 
2,756 2,126 B27 548 5,757 
= = 2,625 875 3,500 

$ 9919 $ 45669 $ 6469 $ 28,149 90,206 
8,766 

4,435 

103,407 

$ 214,841 
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In October 1990, Canada welcomed delegates from over sixty 
countries to the 23rd International Dairy Congress. Scientists, 
producers, processors, dairy executives, marketers, government 
representatives, educators, and nutritionists came to discuss the 
latest developments in the dairy industry and visit Exposition 
1990, a trade show with state-of-the-art dairy technology. 


The theme of the 23rd Congress was Dairying in a changing 
world and we have borrowed this theme for our annual report. 
We have selected photos that highlight the technology that brings 
milk to our table, from the ultra-modern milking parlour on the 
farm to the milk-dispensing refrigerator in the home. 
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The Honourable Don Mazankowski 
Minister of Agriculture 
Ottawa, Ontario 


Dear Mr. Minister, 


We are pleased to report on the activities of the Canadian Dairy 
Commission for the dairy year ending July 31, 1990. 

The Commission was actively involved in the work of the Task 
Force on National Dairy Policy which you created in July 1989 to 
deal with issues arising during the balance of the current policy and 
to identify options for the next long-term dairy policy. 

Domestic requirements for butterfat continued to decline in 
1989-90. With the shift to low-fat dairy products, there is more skim- 
off in the manufacture of cheese, ice cream, yogurt and fluid milk. 
This skim-off creates additional volumes of butterfat for processing 
which reduces the demand for industrial milk production. 

In order to address this reduced demand, the Canadian Milk 
Supply Management Committee (CMSMC) agreed to cut Market 
Sharing Quota (MSQ) twice during the year. In January 1990, the 
national MSQ was reduced by 3 percent to 46.1 million hectolitres 
and by another 3 percent in July 1990 for the new dairy year starting 
August 1. These reductions are expected to keep milk production in 
line with market requirements and demonstrate the responsible 
approach Canadian milk producers take in the effective 
management of supply in the dairy industry. 

On August 1, 1989, the target price for industrial milk was set at 
$47.45 per hectolitre, an increase of 39 cents. When discrepancies 
in cost of production data surfaced in the summer of 1989, you 
asked us to investigate the matter and ensure that the collection 
procedures and methodologies in the provinces were uniform and 
compatible. Following this investigation, we identified a number of 
issues regarding the application of the cost of production formula 
and submitted them to you. 

In reviewing cost of production data for February 1, 1990, the 
Commission could not recommend a price increase as there was 
not the required 2 percent change to trigger an adjustment. This 
decision was challenged and an independent national accounting 
firm subsequently conducted an audit on the cost of production data 
and supported the Commission’s recommendation that no price 
increase was warranted. 


In July 1990, we welcomed the government’s decision to transfer 
responsibility for the pricing of industrial milk to the Canadian Dairy 
Commission. Under the new mandate, the Commission sets the 
target price for industrial milk, the processor margin and the support 
prices for butter and skim milk powder, after receiving advice from 
its Consultative Committee. The new process, which we set in place 
for August 1, 1990, worked well and the increase in the target price 
was positively received. 

In the first two application periods of the recently established 
Domestic Dairy Product Innovation Program ending September 30, 
1989 and February 28, 1990, there were 55 applications of which 34 
have been offered a total of 1.383 million hectolitres of milk over a 
five-year period. The products approved included 18 varieties of 
cheese currently not produced in Canada, 6 products containing 
mostly cheese, and 9 dairy foods to be manufactured on an 
industrial scale for ethnic markets. 

We have reported on the achievement of some of the 
Commission’s goals for 1989-90 on page 15. 


Yours sincerely, 


Cees 


Roch Morin, Chairman 
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Kenneth McKinnon, Vice-Chairman 
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Clifford Mclsaac, Commissioner 


THE TASK FORCE ON NATIONAL DAIRY POLICY 
sa 


In July 1989, the Minister of Agriculture created a Task Force to 
advise him on issues that may arise during the remainder of the y An ultra-modern milking 
current long-term dairy policy and to identify options for federal fuk - parlour, near St. Alexandre, 
action when the policy ends in 1991. eS oo Québec. 

The Task Force on National Dairy Policy is chaired by co 2 
Mr. Kenneth McKinnon, Vice-Chairman of the Canadian Dairy 
Commission, and has representatives from the Departments of 
Agriculture, Finance and External Affairs, the Canadian Dairy 
Commission, Dairy Farmers of Canada, the National Dairy Council 
of Canada and the Consumers’ Association of Canada. 

The work of the Task Force took on broader dimensions when 
the Minister of Agriculture initiated a comprehensive review of 
Canadian agricultural policies in December 1989, with the release of 
a major discussion paper: Growing Together: A Vision for Canada’s 
Agri-Food Industry. 

Although its main mandate is to identify long-term options, the 
Task Force has dealt with many short-term issues. Its first interim 
report proposed an arm’s length pricing mechanism which has been 
implemented for the remainder of the current dairy policy. The Task 
Force has also reported on the competitiveness of Canadian frozen 
pizza manufacturers and other further processors who wish to 
obtain lower-priced dairy ingredients to compete with their American 
counterparts as the tariffs fall under the Canada-U.S. Trade Agreement 
(CUSTA). The cost of production audit undertaken by the 
Commission to review data collection methodology was also 
considered by the Task Force, to determine the ramifications of the 
audit’s findings for the remainder of current dairy policy. 

The Task Force has now turned its attention to the long-term 
dairy policy and has prepared a wide-ranging Consultative 
Document to generate discussion. Consultations across the country 
will take place in the fall of 1990 to solicit input from interested 
parties nationally and regionally, including provincial boards, 
agencies and departments of agriculture. 

Following these consultations, the Task Force will weigh the 
various options for the next long-term dairy policy and prepare a 
final report to the Minister by April 1991. 


THE NATIONAL DAIRY POLICY 
ES EE nee 


The dairy industry is a key sector in the Canadian economy, 
accounting for approximately 16 percent of estimated consumer 
food and beverage store purchases. Dairy farming generated 
more than $3.3 billion in farm cash receipts in 1989 while dairy 
products shipped from processing plants were valued at over 
$7 billion. 

There are two markets for milk in Canada. While the fluid 
market (table milk and fresh cream) accounts for 39 percent of 
the milk produced, the remaining 61 percent is manufactured 
into dairy products such as butter, cheese, yogurt and ice cream. 

Each province is responsible for the production of its own 
fluid milk and sets its own pricing formulas, quota policies and 
other regulations. While the federal government has jurisdiction 
over the industrial milk market, it is administered in part through 
a federal-provincial agreement known as the National Milk 
Marketing Plan. 

Canada adopted a system of supply management for industrial 
milk in the early seventies which has brought stability to the dairy 
industry. Gone are the erratic fluctuations of the fifties and sixties 
which resulted in unstable markets, uncertain supplies and highly 
variable revenues for producers and processors. Milk supply 
management is the cornerstone of Canada’s national dairy policy. 


National Milk Supply Management 


The purpose of milk supply management is to provide a balance 
between the supply of industrial milk and the demand for dairy 
products such as butter, cheese, ice cream and yogurt. 

The market is therefore supplied by Canadian milk production, 
except for some cheese imports and certain dairy products not 
available from domestic sources. 

The Canadian Milk Supply Management Committee oversees 
the application of the National Milk Marketing Plan, the federal- 
provincial agreement that governs milk supply management in 
Canada. Chaired by the Canadian Dairy Commission, the 
Committee has representation from producers and governments 
from all provinces except Newfoundland, which does not produce 
significant amounts of milk for industrial purposes. 

The Committee sets a national production target or Market 
Sharing Quota which is monitored and adjusted periodically to 
reflect changes in demand. Each province allocates its share of 
the national quota to its producers according to its own policies. 

Under the Plan, milk producers assume responsibility for the 
costs of exporting dairy products which are not consumed in Canada. 
For this purpose, levies are collected by provincial marketing 
boards and remitted to the Commission to cover expenses 
related to the export of these products. 


Import Controls on Dairy Products 


In order to operate its national milk supply management system, 
Canada has adopted a wide range of measures to monitor and 
control imports of dairy products. Without these measures, the 
stability provided by the national dairy policy would be undermined 
by imports which are often highly subsidized by the countries that 
export them. The Canadian government has established import 
controls which are administered by the Department of External 
Affairs under provisions of the Export and Import Permits Act. 


Target Price for Industrial Milk 


The target price is the level of return efficient milk producers 
should receive to cover cash costs, labour and investment 
related to their production of industrial milk. 

The cost of producing milk is calculated from data collected 
on approximately 350 farms in Ontario, Quebec and New 
Brunswick. Thirty percent of the sample, the producers with the 
highest costs, is eliminated from the calculation of the cost of 
production. 

Since the mechanism measures actual costs on the farm on 
an annual basis, changes in the cost of producing milk can be 
reflected promptly in the pricing structure. This is intended to 
ensure that consumers benefit directly from increases in 
productivity and other factors which reduce production costs. 


Support for the Target Price 


The federal government supports the target price for industrial 
milk in the marketplace through two programs of the Canadian 
Dairy Commission. Producers receive direct support payments 
from the government on deliveries of industrial milk and cream 
produced to meet domestic requirements. These payments are 
intended to moderate the price consumers pay for dairy products, 
thus stimulating consumption and contributing to the maintenance 
of a sizeable dairy industry. 

By setting support prices for butter and skim milk powder 
and offering to purchase product at those prices, the government 
also provides a mechanism whereby producers can achieve the 
target price for their milk. Support prices, which also include a 
processor margin, are used as a guideline by the provincial 
marketing agencies for their own pricing levels. The offer-to- 
purchase program allows the Commission to hold butter stocks 
in reserve, thus ensuring a plentiful supply at all times. 


THE 1989-90 DAIRY YEAR 


IN REVIEW 


EES eeeeeeess—e 


MILK SUPPLY MANAGEMENT 


At the beginning of the 1989-90 dairy year, the Market Sharing 
Quota (MSQ) was maintained at 47.4 million hectolitres of milk: 
46.1 million hectolitres for estimated domestic requirements and a 
sleeve of 1.3 million hectolitres. MSQ was later reduced to 

46.1 million hectolitres because of a lower demand for butterfat. 

Total industrial milk production for 1989-90 was 46.98 million 
hectolitres which is 2.0 percent above MSQ. 

Domestic requirements for butterfat continued to decline in 
1989-90. As the consumption of butter itself decreases it is only 
partially offset by increases in the consumption of other dairy 
products such as cheese and yogurt. The consumer shift to low-fat 
dairy products results in more skim-off in the manufacture of 
cheese, ice cream, yogurt and fluid milk. This skim-off creates 
additional volumes of butterfat for processing which reduces the 
demand for industrial milk production. 

As a result, less milk is manufactured into butter, more skim milk 
is required for low-fat products, and the structural surplus of skim 
milk powder is shrinking. It is expected that before the end of this 
decade, the milk equivalent of the consumption of solids non-fat will 
equal the milk equivalent of the consumption of butterfat. 

This is putting additional emphasis on the need to move to 
multiple component pricing. It is a reality that the value of milk 


increasingly lies in the non-fat components. In the long run, it will be 


necessary to shift the establishment of Canadian requirements to a 
solids non-fat basis. 


Provincial Share of National 
Market Sharing Quota (MSQ) 


(millions) 

Kilograms Hectolitres 
July 31, 1990 of butterfat of milk % 
Prince Edward Island 3.113 0.865 19 
Nova Scotia 2.183 0.606 13 
New Brunswick 2.169 0.602 13 
Quebec 78.689 21.858 47.4 
Ontario 51.520 14.311 31.1 
Manitoba 6.420 1.783 39 
Saskatchewan 4.273 1.187 2.6 
Alberta 11.022 3.062 6.6 
British Columbia 6.420 1.783 39 
CANADA 165.809 46.057 100.0 


In the coming dairy year, the Commission will be obtaining data 


on low-fat products in order to track the shift in demand more 


accurately. It is examining ways to promote the use of butter in the 


food manufacturing and food service industries as well as with 


consumers directly. 


Milk trucks are now 

computerized to record all 
pertinent data while the milk is 
being collected at the farm. 


This ultra-filtration system is 
just one example of the 
innovative equipment being 
installed in today’s modern 
dairy plants. 
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Industrial Milk Production 
and Requirements 
(million hectolitres) 


Surplus 

Total Canadian production 

MSQ requirements! Production (deficit) 
1982-83 46.7 46.4 48.5 2.1 
1983-84 476 476 48.2 0.6 
1984-85 47.4 475 48.0 0.5 
1985-86 46.6 46.6 469 0.3 
1986-87 46.6 470 468 (0.2) 
1987-88 473 47.2 485° ule! 
1988-89 47.4 46,7? 48.8 | 
1989-90 46.1 45.5° 47.0 is 


‘Actual Domestic Requirements as determined at year-end plus a sleeve. 


*Also includes 0.1 million hectolitres of additional quota for British Columbia and 
Nova Scotia. 


SProvinces were permitted to produce up to 3% above their MSQ at the levy rate 
for exports. 


Production of Industrial 
Milk and Cream 
(thousand kilograms of butterfat) 


1987-88 1988-89 1989-90 


Prince Edward Island 3,207 Salita 3,172 
Nova Scotia 2,309 2,237 2,293 
New Brunswick 2,301 2,352 2,270 
Quebec 82,765 83,479 80,154 
Ontario 54 257 54647 51,992 
Manitoba 6,980 7,003 6,712 
Saskatchewan 4571 4.499 4,395 
Alberta 11,737 11,453 11,416 
British Columbia 6,572 6,716 6,718 


CANADA 174,699 175,558 169,122 


Activities of the Canadian Milk Supply Management 
Committee 


The Committee regularly considers a wide range of economic and 
marketing matters which impact on producer returns. These include 
the measurement of domestic consumption and milk production 
trends, forecasts of purchases of skim milk powder and butter by the 
Commission and export market conditions. It also reviews producer 
levy rates and their application, financial statements on marketing 
operation activities, provincial quota allocations and reports on dairy 
promotional activities. 

Of primary concern to the Committee this past year has been 
the continuing decline in domestic requirements for butterfat. In 
order to address the reduced demand for industrial milk, the 
Committee agreed to cut Market Sharing Quota twice during the 
year. In January 1990, the national MSQ was reduced from 47.4 to 
46.1 million hectolitres and further reduced at the July 1990 meeting 
to 44.7 million hectolitres for the 1990-91 dairy year. These reductions 
are expected to keep milk production in line with market requirements 
and demonstrate the responsible approach Canadian milk pro- 
ducers take in the effective management of supply in the dairy industry. 

The Committee also approved the expenditure of up to 
$4.1 million for the promotion of butter during the autumn of 1990. 
This is a priority item to bolster the sales of this important product. 

A sub-committee of the CMSMC continues to examine the 
possibility of permitting interprovincial transfer of quotas between 
producers. This review has been undertaken as a result of one of 
the recommendations of the CMSMC Study Team which had been 
established to look into adding flexibility to the National Milk 
Marketing Plan. 


Levies 


Under the National Milk Marketing Plan, milk producers assume 
responsibility for the costs associated with the export of dairy 
products not required for domestic consumption. Levies are 
collected by provincial marketing boards and agencies through 
deductions from payments to milk producers and subsequently 
remitted to the Commission, on a monthly basis, in accordance with 
rates and conditions established by the Canadian Milk Supply 
Management Committee. 

Based on export cost projection estimates, market conditions, 
level of production and other factors at the beginning of the dairy 
year, the levy rate for in-quota production for each province was set 
at $2.90 per hectolitre. 

The levy rate on milk deliveries in excess of provincial quotas 
was established at $28.71 per hectolitre for milk and at $4.00 per 
kilogram of butterfat for cream. The rates on milk deliveries included 
$0.14 per hectolitre to cover all eligible costs associated with actual 
butter inventories up to normal levels determined by the Commission. 
The contribution from the fluid milk sector to the export account was 
calculated at the rate of $1.25 per hectolitre on the volume of net 
skim-off for each province in the preceding calendar year. 

In 1989-90, provincial milk boards remitted a total of 
$148.775 million in levies to the Commission. The fluid milk sector’s 
share amounted to $7.154 million. 


the Canadian Milk Supply Management Committee: 


LEVY STRUCTURE 


Levies remitted by the provinces to the Commission during the 1989-90 dairy year were calculated according to rates approved by 


a) In-quota levy 


$ 2.90/hL of milk 


This levy applied to milk within the market share quota of each province and to a volume of 
2000 hectolitres of milk produced under the Domestic Dairy Product Innovation Program. 


b) Over-quota levy 


Innovation Program. 


This levy applied to production above the provincial quota and volume of milk under the 


$28.71/hL of milk 
$ 4.00/kg of b.f. for cream 


c) Skim-off levy 


volume for each province in the preceding calendar year. 


$ 1.25/hL on net skim-off 


The fluid milk sector’s contribution towards marketing costs was $1.25/hL on the net skim-off 


Although levy rates are set by the CMSMC, the policies related to the collection of these levies are determined by the provinces. 


Levies Remitted by the Provinces 
Industrial Milk and Cream Sector 
(in thousands) 


1987-88 1988-89 1989-90 


Prince Edward Island $ 3,137 $ 2,350 $ 2,675 


Nova Scotia 3,424 1,730 2,471 
New Brunswick 2,/02 2,482 2,361 
Quebec 100,878 82,344 72,685 
Ontario 59,427 48345 39,490 
Manitoba 8,443 7,082 6,289 
Saskatchewan 5543 3,988 4,061 
Alberta 14,576 9,596 11,476 
British Columbia 9,129 6,331 7,267 
CANADA $207,259 $164,248 $148,775 


This state-of-the-art control 
room monitors every aspect 
of this dairy processing 
plant’s operation. 
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Contribution from the 
Fluid Milk Sector 
(in thousands) 


1987-88' 1988-89' 1989-90? 


Prince Edward Island $ 43 $ 43 $ 36 


Nova Scotia 350 340 274 
New Brunswick 212 204 189 
Quebec 2,065 2,059 1,293 
Ontario 3,036 3,018 3,538 
Manitoba 331 329 335 
Saskatchewan 296 292 266 
Alberta 781 794 687 
British Columbia 956 954 536 
CANADA $ 8,070 $ 8033 $ 7,154 


‘Calculated at a rate of 30.15 cents per hectolitre of sales. 


*Calculated at a rate of $1.25 per hectolitre on the volume of net skim-off for 
each province in the preceding calendar year. 


IMPORT CONTROLS ON DAIRY 
PRODUCTS 


In 1988, Canada added ice cream and yogurt to its Import Control 
List in anticipation of the Canada-U.S. Trade Agreement. When no 
agreement could be reached on import quotas for American ice 
cream and yogurt coming into Canada, the United States challenged 
the import control on these products before a GATT panel. This 
panel found that Canada’s measures were not fully consistent with 
Article XI of the GATT. Canada accepted the panel decision but 
announced that no changes would be made until the current 
Multilateral Trade Negotiations are concluded in December 1990. In 
the meantime, Canada is seeking a clarification and strengthening 
of Article XI. This article permits countries like Canada to operate 
supply management programs and to impose import controls that 
are essential to those programs. 

For the Canadian dairy industry, the outcome of the current trade 
negotiations is almost surely to be profound and will probably 
necessitate changes to Canada’s import control measures in 1991. 

Canada has import quotas for certain dairy products such as 
buttermilk powder, condensed milk and cheese. The cheese quota 
has been fixed at 20.4 million kilograms per year since 1978 and, as 
a result, all growth in Canadian cheese consumption since then has 
been filled by domestic production. Nevertheless, imports of cheese 
into Canada continue to represent a considerably greater proportion 
of domestic consumption than is the case with the United States or 
the European Economic Community. 


TARGET PRICE FOR INDUSTRIAL MILK 


On August 1, 1989, the target price for industrial milk was increased 
by 39 cents, from $47.06 to $47.45 per hectolitre, containing 
3.6 kilograms of butterfat. 

In reviewing cost of production data for February 1, 1990, the 
Commission could not recommend a price increase as there was 
not the required 2 percent change to trigger an adjustment. This 
decision was challenged and an independent national accounting 


Target Price for Industrial Milk 
(per hectolitre) 


1986 August 1 $46.48" 
1988 February 1 $47.06? 
1989 August 1 $47.45? 


Includes $0.18 to cover all eligible costs associated with actual butter inventories, 
up to normal levels determined by the Commission. 


‘Includes $0.14 to cover all eligible costs associated with actual butter 
inventories, up to normal levels determined by the Commission. 


firm subsequently conducted an audit of the cost of production data 
and supported the Commission’s recommendation that no price 
increase was warranted. 

In July 1990, the government transferred responsibility for the 
pricing of industrial milk to the Canadian Dairy Commission. Under 
the new mandate, the Commission sets the target price for industrial 
milk, the processor margin and the support prices for butter and 
skim milk powder, after receiving advice from its Consultative 
Committee. The new process was in place for August 1, 1990, when 
the target price was increased to $48.69 for the 1990-91 dairy year. 


DIRECT SUPPORT PAYMENTS TO MILK 
PRODUCERS 


Under the federal program supporting the target price for industrial 
milk, producers received direct support payments for milk and 
cream shipments required to meet domestic requirements on an 
annual basis. 

These payments were made on a monthly basis at the rate of 
$1.675 per kilogram of butterfat ($6.03 per hectolitre of milk con- 
taining 3.6 kilograms of butterfat). This rate has been constant since 
1975. For the 1989-90 dairy year, it represented 12.7 percent of the 
target price compared to 24 percent in 1975. 

Total payments to producers reached $265.795 million for the 
production of 158.725 million kilograms of butterfat (44.09 million 
hectolitres of milk) needed for domestic consumption. 


Direct Support Payments to Producers 
of Industrial Milk and Cream 
(in thousands) 


1987-88' 1988-89" 1989-90 
Prince Edward Island $ 5333 $ 5,258 $ 4,990 
Nova Scotia 3,531 3,664 3,488 
New Brunswick SWALE 3,677 3,495 
Quebec 132,970 131,893 125,287 
Ontario 89,915 87,797 83,429 
Manitoba 10,856 10,726 10,194 
Saskatchewan 7,259 Ales) 6,795 
Alberta 19,037 18,686 REY: 
British Columbia 10,454 10504 10,365 
CANADA $283,092 $279,593 $265,795 


‘Includes direct payments on 1.1 million hectolitres of milk produced for export. 


Total amounts paid to producers this year declined by 
approximately $12 million compared to 1988-89. A weakening of the 
domestic market for butterfat and the elimination, as of August 1989, 
of the payments previously made for milk produced for the sleeve 
were the two factors contributing to this decrease. 


Number of Dairy Farms 


SUPPORT PRICES FOR BUTTER AND 
SKIM MILK POWDER 


On August 1, 1989, support prices for butter and skim milk powder 
were $5.167 per kilogram and $3.046 per kilogram respectively. 

The yield factor for butter was reviewed and established at 4.365 
kilograms per hectolitre. The processor margin was set at $7.147 per 
hectolitre. 


1987-88 1988-89 1989-90 
Federal Support Prices for 
Prince Edward Island 752 703 669 Butter and Skim Milk Powder 
Nova Scotia 734 707 686 onal 
New Brunswick 628 599 568 Effective Sinn 
Quebec 16,252 15,652 14,903 date Butter powder 
Ontario 11,787 11,454 10,976 1986 August 4 $5,035 $2.978 
Manitoba 2,432 2,283 2,113 1988 February 1 $5102 $3,013 
Saskatchewan 1,825 1.65%, 1,496 1989 August 1 $5.167 $3,046 
Alberta 2,489 2,340 2,178 
British Columbia 1,050 1,050 1,031 
CANADA 37,949 36,445 34,620 
Support Price Structure 
TARGET PRICE FOR INDUSTRIAL MILK 
$47.45 per hectolitre 
Butter Skim Milk Powder 
Seen price Support price Processor Direct 
require to meet required to meet Margin Payment to 
target price target price Milk 
(per kilogram) $5.167 (per kilogram) $3.046 Producers 
Amount in Amount in $7.147 
onehLofmilk x 4.2365 kg onehLofmilk x  854kg per hectolitre $6.03 
$22,554 $26.013 per hectolitre 


Butter and Skim Milk Powder Inventories 


On August 1, 1989, the Commission began the dairy year with 

17.95 million kilograms of butter and 22.25 million kilograms of skim 
milk powder in inventory. During the year, the Commission 
purchased 17.60 million kilograms of butter and 56.35 million 
kilograms of skim milk powder. Sales of 17.80 million kilograms of 
butter and exports of 57.71 million kilograms of skim milk powder left 
a closing inventory of 17.75 million kilograms of butter and 20.89 
million kilograms of skim milk powder as at July 31, 1990. 

A quantity of 5.78 million kilograms of unsalted butter was 
exported during 1989-90 in order to reduce inventory levels. This 
amount included 2.5 million kilograms of butter produced for export 
the previous year. 


Marketing Activities 
of the Commission 
(millions of kilograms) 


Stocks at 
Purchases Sales year-end 
Butter 
1987-88 13.60 11.88 12.47 
1988-89 14.24 8.76 1795 
1989-90 17.60 17.80 17.75 
Skim milk powder 
1987-88 61.47 62.53 749 
1988-89 67.34 52.58 VERT AS 
1989-90 56.35 57.71 20.89 


Carrying Charges 


Carrying charges associated with the Commission’s offer-to- 
purchase program for butter and skim milk powder were $10.6 
million. This is the first year milk producers have assumed the 
responsibility for the total costs of storage, transportation and 
interest for the skim milk powder and butter purchased by the 
Commission. 

An amount of $0.14 per hectolitre of milk is added to the target 
price to finance the cost of handling volumes of butter purchased by 
the Commission and eventually consumed in the domestic market. 
Provinces return this surcharge to the Commission through an 
increase in producer levies of the same amount. 


11 


Dairy products being whisked 
through an automated check- 
out at the supermarket. 


Butter Transportation Assistance Program 


The purpose of this program is to make butter available at about the 
same price across Canada and it applies to the movement of butter 
from a butter-surplus region to a butter-deficient region. Under this 
program, bulk purchasers have their butter transportation costs 
reimbursed (minus a deductible) whether they buy from the trade or 
directly from Commission stocks. However, eligibility of butter 
purchased from the trade was suspended during 1989-90 in order 
to assist in the rotation of Commission stocks. Payments under this 
program totalled $0.37 million in 1989-90. 


Animal Feed Assistance Program 


The main objective of this program is to make skim milk solids 
available to animal feed manufacturers at a competitive price for 
feed ingredient use. The product covered under this program is 


surplus to Canadian requirements and would otherwise be exported. 


During the 1989-90 dairy year, the level of assistance was raised 
from $0.91 to $0.95 per kilogram of skim milk solids. This increase 
was equivalent to the increase in the support price of skim milk 
powder, thereby maintaining the net cost of skim milk powder to 
animal feed manufacturers at the same level as the previous year. 


This program has provided some stability to the animal feed 
industry and it is anticipated that it will continue for the foreseeable 
future. A slight increase in volume utilization of skim milk powder 
was realized this year, 12.921 million kilograms compared to 11.284 
million kilograms last year. Payments under this program totalled 
$12.30 million in 1989-90. 


DOMESTIC MARKETING 


It is primarily the responsibility of the industry to determine what 
kinds of dairy products or products containing milk ingredients 
Canadian consumers will purchase. However, various federal and 
provincial government departments and agencies, including the 
Canadian Dairy Commission, are also involved. 

Governments, their departments and agencies, have a crucial 
impact on what products can be produced and marketed. For 
example, international and interprovincial trade agreements affect 
the ability of Canadian products to compete against imports in the 
home market. Changing requirements regarding food safety, lan- 
guage and nutrition labelling, weights, packaging, etc., all establish 
new parameters within which milk products are created, produced, 
promoted and sold to consumers. 


Per Capita Disappearance’ of Dairy Products in Canada, 1979-1989 


Fluid or table Skim 

milk & Cheddar’ Processed’ _— Specialty’ Total milk Cottage Ice 

cream Butter cheese cheese cheese cheese powder cheese cream Yogurt 

Litres KilOQramS v5 seceee epee ete seer esc 2 Uy ae a eer uO ea eee crete LitteS =o oeeres 
1979 108.61 4.45 1.78 2.05 3.49 Woe 2.18 1.14 12.94 1.69 
1980 108.81 452 1.79 2.14 3.56 7.49 1.80 eo 12.96 1.69 
1981 108.25 4.43 1.76 2.18 3.74 7.68 1.99 1.28 12.80 1.67 
1982 108.20 4.28 1.44 2.20 3.96 7.60 2.41 1.21 12.31 ie 
1983 107.84 4.36 1.47 2.21 3.91 7.59 170 fez 12.51 1.89 
1984 107.66 4.27 tf 2.08 4.29 8.09 2.51 1.22 11.98 Zt2 
1985 106.31 4.10 2.14 2.03 4.65 8.82 1.81 1.34 12.22 2.41 
1986 107.86 3.92 2.36 1.96 S23 9.55 1.79 1.29 12.43 PETE) 
1987 109.23 3.92 2.34 2.06 5.51 9.91 2:20 1.22 12.13 3.20 
1988 107.56 3.83 2.04 as 552 9.81 2.02 1.20 123%, 3.29 
1989 105.06 3.61 2.17 2.21 5.70 10.06 2.58 1.13 11.97 3.36 


‘Does not include cheese used in ‘‘processed cheese’’. 


*Cheese equivalent of processed cheese (assumed to be 73% cheese by volume). Starting in 1975, 95% assumed to be of cheddar, and the balance of variety. 


‘Per capita disappearance based on population, July 1. 


Sources: Statistics Canada, Agriculture Canada 


The Commission uses its unique position in the industry to 
identify and promote marketing opportunities. Among its initiatives, 
all of which are producer-funded, are the Animal Feed Assistance 
Program (reported in the previous section) and the Milk Bread 
Program. Currently in its fifth year, the Milk Bread Program has 
been used to evaluate the potential of using advertising and promo- 
tion incentives to reintroduce milk ingredients into a specific market. 
In 1990, the financial support for the program was scaled down to 
funding only a rebate on the volumes of skim milk powder used in 
breads meeting certain conditions on milk ingredient content. 

In the case of butter, a product which on a milk equivalent basis 
still uses about a third of total Canadian milk production, the 
Commission has stressed the need for national butter promotions. 
Although consumption continues to drop, the promotions seem to 
moderate the rate of decline. The $4.1 million “Butter Up and Win’’ 
promotion in 1989 was jointly administered by the Commission and 
the Dairy Bureau of Canada. Another promotion for the fall of 1990 
has also been approved with a similar budget. 

The latest major effort in promoting the dairy industry in the 
domestic market is the Domestic Dairy Product Innovation Program. 
This Program provides for an additional supply of milk (up to 1 percent 
of MSQ) to encourage dairy and food processors as well as marketers 
to develop new products which are significantly different from what 
is currently available and which will increase the overall demand for 
milk. A selection committee composed of the Commissioners and 
the President of the National Dairy Council reviews applications 
twice a year. 

In the first two application periods ending September 30, 1989 
and February 28, 1990, there were 55 applications of which 34 have 
been offered a total of 1.383 million hectolitres of milk for a five-year 
period. The products approved included 18 varieties of cheese 
currently not produced in Canada, 6 products containing mostly 
cheese and 9 dairy foods to be manufactured on an industrial scale 
for ethnic markets. 

The Commission also acts as a resource centre for companies 
seeking market information and trends. 


The international dairy market has remained volatile. After reaching 
over US$2000 per tonne in December 1989, the price for skim milk 
powder declined to between US$1400 and US$1500 per tonne at 
year-end. Although there was a more buoyant market for cheese 
worldwide, cheese prices had weakened by year-end; whole milk 
powder prices were also lower. 


A refreshing glass of milk is 
now available at the touch of 
a button, without even 
opening the refrigerator. 


While world milk production was up 2 percent in 1989-90 following 
an increase of production in the Soviet Union, the United States, 
India and New Zealand, butterfat demand continued to decline, 
mostly due to decreased consumption of butter in Europe and North 
America. The availability of dairy products from Eastern Europe also 
contributed to the downward pressure on world prices for dairy 
products. This coupled with a slowdown in economic activity in the 
major buying countries created a sluggish market in the last five 
months of the dairy year. 

The above scenario triggered an increase in the intervention 
butter stocks of the EEC and of the United States government. This 
occurred in spite of an increase in export restitutions by the authorities 
in Brussels and an export enhancement program for butter by the 
United States. 

The value of whole milk products and skim milk powder exported 
by the Commission reached $27.4 million and $144.1 million 
respectively in 1989-90. Moreover, the Commission paid $27.5 million 
in export assistance. 


Skim Milk Powder 


The Commission sold a total of 57.7 million kilograms of skim milk 

powder to foreign governments and/or to Canadian exporters. Apart 

from its sales to Mexico, the Commission sold powder that was 

exported to the Caribbean, South East Asia and South America. 
The Canadian International Development Agency (CIDA) 

continued to purchase the same dollar value of fortified skim milk 

~ powder for use in its food aid programs. 


Butter 


In order to reduce its stocks, the Commission exported 5.78 million 
kilograms of butter to North Africa. This amount includes 2.5 million 
kilograms of butter produced for export the previous year. 


Evaporated Milk 


The Commission shipped some 396,000 cartons of evaporated milk 
in 1989-90, mainly to Libya. There is now a significant processing 
overcapacity for this product, estimated at about 60 percent above 
consumption worldwide. 


Whole Milk Powder 


Whole milk powder exports by the Commission were down from 
11.3 million to 6.8 million kilograms in 1989-90, and shipments to 
Algeria and Peru suffered a decline. 
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Dairy Product Export Assistance Program 


The main dairy products exported under this program are cheese, 
butter, UHT milk and condensed milk. These account for a signifi- 
cant share (36 percent) of total whole milk products exported. This 
program is useful in that it allows Canada to expand its product 
mix destined for export and therefore maximize exports of value- 


added products. 


Disposition of Skim Milk Powder 


(millions of kilograms) 


Export sales 49.8 
CIDA 6.3 
UNITED STATES in bond market 1.6 
rer 
Volumes sold for: 
ANIMAL FEED (domestic) 12.9 
BABY FOOD (export) 0.3 
MILK BREAD (domestic) 0.6 
13.8 
Cheese Exports 
(millions of kilograms) 
Dairy Calendar 
year year 
1989-90 1989 
Aged Cheddar to the EEC 
In Quota 2 Zi 
Out of Quota 17, 15 
44 4.2 
Cheese to the USA 
In Quota 28 23 
Out of Quota 0.4 0.5 
3.2 28 
Other Exports 3.6 ey 
TOTAL EXPORTS 11.2 tae 


THE CANADIAN 


MISSION STATEMENT 


The Canadian Dairy Commission plays a key role in the implemen- 
tation of federal dairy policy and thus promotes the development 

and maintenance of a healthy and viable dairy industry in Canada. 
Working closely with producers, processors, provincial milk marketing 
boards/agencies and exporters, the Commission advises the Minister 
of Agriculture on matters relating to the dairy industry and develops 
policies and programs which meet the needs of the industry while 
providing Canadian consumers with adequate supplies of quality 
dairy products. 


Authority 


Created as a Crown corporation in 1966 by virtue of the Canadian 
Dairy Commission Act (1966-67), the Commission is accountable to 
Parliament through the Minister of Agriculture and works closely 
with Agriculture Canada on matters relating to the dairy industry. 

The Commission has the authority to purchase, store, process or 
dispose of dairy products; make payments to milk and cream 
producers for the purpose of stabilizing the price of industrial milk 
and cream; investigate matters relating to the production, 
processing or marketing of any dairy product; help promote the use 
of dairy products; and receive funds for the disposal of dairy 
products. 


Objectives 


Two objectives are delineated in the Canadian Dairy Commission Act: 

— toprovide efficient producers of milk and cream with the opportunity 
of obtaining a fair return for their labour and investment; 

— to provide consumers of dairy products with a continuous and 
adequate supply of dairy products of high quality. 


Main Areas of Activity 


The Canadian Dairy Commission has dual responsibilities: those 
financed by the Government of Canada through parliamentary 
appropriation and those financed by Canadian milk producers under 
the provisions of the National Milk Marketing Plan. 

The Commission advises the Minister of Agriculture on matters 
relating to dairy policy; determines domestic requirements for 
industrial milk and cream for the purpose of establishing market 
sharing quotas; sets the target price for industrial milk as well as 
support prices for butter and skim milk powder based on cost of 
production data. It also administers an offer-to-purchase program for 
butter and skim milk powder; makes a monthly payment on eligible 
milk and cream shipments to Canadian milk producers in order to 
reduce the cost of dairy products to consumers; determines costs 
associated with the marketing of dairy products by the Commission; 


DAIRY COMMISSION 
a 


From left to right, Dr. Cliff Mclsaac, 
Commissioner, Mr Ken McKinnon, Vice- 
Chairman and Mr. Roch Morin, Chairman. 


calculates the levy amount to be collected from producers by the 
provinces; exports dairy products not needed for domestic 
consumption, provides export assistance and administers other 
marketing and promotion programs. 

The Commission also chairs the Canadian Milk Supply Manage- 
ment Committee which coordinates the management of industrial 
milk and cream supplies in Canada. 


SELECTED GOALS FOR 1989-90 


1. Develop a framework for a Strategic Plan for the dairy industry in 
the 1990's. 


The Commission held preliminary meetings with key industry 
players to develop such a framework but suspended further work 
on the matter after the creation of the Dairy Task Force. Given the 
mandate of the Task Force in developing long-term options for the 
federal government, the Commission decided to delay the 
development of the Strategic Plan until after the release of its 
recommendations in April 1991. The Commission is, however, 
preparing a positfon paper on the future of the dairy industry and 
its role within it for presentation to the Task Force. 


2. Develop recommendations for the administration of import control 
measures, in conjunction with Agriculture Canada. 


The continuing uncertainty surrounding Canada’s import control 
measures following the decision of the GATT panel on ice cream 
and yogurt has foreclosed new initiatives to extend or strengthen 
border controls for dairy products. A very close cooperation con- 
tinues between the Commission and the Special Trade Relations 
Bureau of External Affairs to monitor and regulate border traffic in 
dairy products and foods containing dairy ingredients. Specific 
proposals on border controls will be developed once the outcome 
of the Multilateral Trade Negotiations is known. 


3. Review and recommend changes to regulations pertaining to 
export entitlements for aged cheddar cheese to the European 
Economic Community. 


A study which compared the content of existing regulations was 
undertaken. Changes to the regulations were approved by the 
Commission and forwarded to the Privy Council Office in 
accordance with the Statutory Instruments Act. 


4. Develop a protocol or agreement between the Commission and 
firms receiving export assistance or payments under the Animal 
Feed Assistance Program. 


These protocols and agreements have been developed, approved 
by the Commission and are being executed by the parties to 
these programs. 


5. Finalize and implement the proposed Internal Audit Plan. 


A five-year Internal Audit Plan has been approved. Internal audits 
of Commission programs and operations to be performed have 
been identified and are being implemented. 


6. Develop action plans relative to the recommendations of the 
Study Team which were accepted by the Canadian Milk Supply 
Management Committee. 


Most recommendations of the Study Team to the Canadian Milk 
Supply Management Committee have been implemented. One of 
these, the study of interprovincial transfer of market sharing quota 
at the producer level, is being carried out by a committee chaired 
by the Commission. Another recommendation, to develop an 
unsubsidized dairy product export program is not being pursued 
at this time due to trade concerns in the context of current 
Multilateral Trade Negotiations in the GATT. 
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THE CONSULTATIVE COMMITTEE TO THE 
COMMISSION 


The Canadian Dairy Commission Act provides for the establishment 
of a Consultative Committee to advise the Commission on matters 
relating to the dairy industry. This nine-member Committee is 
appointed by the Minister of Agriculture and represents the interests 
of milk producers, processors, retailers and consumers. 

In 1990, following a recommendation of the Dairy Task Force, the 
Minister of Agriculture decided to broaden the mandate of this 
Committee to include advising the Commission on the level of the 
target price for industrial milk, the processor margin and the support 
prices for butter and skim milk powder. Accordingly, the membership 
of the Committee was revised late in the dairy year to reflect these 
new responsibilities. 

Three meetings of the Consultative Committee were held in 
1989-90 — October 25 and 26; February 13 and 14; and July 26 and 
27 (with a revised membership). 

At the first two meetings, the Committee discussed the market 
situation, the mandate and activities of the Dairy Task Force, the 
development of a strategic plan for the industry, cross-border 
purchases of milk, the Domestic Dairy Product Innovation Program, 
milk pricing across Canada, retailers’ expectations from the dairy 
industry, the comprehensive agricultural policy review and the 
management of the butterfat issue. 

At the third meeting, the newly reconstituted Committee dis- 
cussed its new mandate, the guidelines for the pricing of industrial 
milk as set down by the Minister of Agriculture and the calculations 
for the cost of production for industrial milk and the processor 
margin. The members then made a recommendation to the 
Commission on the target price for industrial milk, the processor 
margin and the support prices for butter and skim milk powder for 
August 1, 1990. 

The Chair of the Committee is Mr. Neil Gray, former Manager of 
Dairyland Foods of British Columbia. The members of the initial 
Committee were Mrs. Vicki Billingsley, a consultant and a consumer 
advocate from the Northwest Territories; Mr. Roger Daoust, a milk 
producer from Quebec; Mrs. Betty Duizer, a milk producer from 
Nova Scotia; Mr. André Forcier, Director General of Agrinove; 

Mr. Graham Freeman, Chairman and Chief Executive Officer of Ault 
Foods Limited; Mr. Doug Lunau, President of Intersave, a subsidiary 
of Loblaw Companies Limited; Mr. Bill Sherwood, a milk producer 
and General Manager of the New Brunswick Milk Marketing Board; 
and Mr. Eugene J. Vallée, a grocery retailer from Montreal. 

Four new members were named in July 1990: Mr. John Core, 
Chairman of the Ontario Milk Marketing Board; Dr. Gary Grant, 
Professor of Economics and Business Management at the Nova 
Scotia Agricultural College; Mr. Claude Ménard, Director General of 
Agropur; and Mr. Claude Rivard, President of the Fédération des 
producteurs de lait du Québec. They replaced Mr. Daoust, 

Mrs. Duizer, Mr. Forcier and Mr. Sherwood. 


The Commission's senior management team. 
From left to right, seated: Richard King, Gaétan 
Paquette, Erik Kramar, Charles Birchard, Rowan 
Lalonde, Lyse Champagne and Paul Simard; 
standing: Jocelyn Comtois and Richard Labossiére. 
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PERSONNEL 


The Canadian Dairy Commission consists of three Commissioners 
who are appointed by Governor in Council and a support staff of 
sixty-eight. The Commission’s offices are in Ottawa. 


Commissioners 


Chairman 
Vice-Chairman 


Commissioner 


Senior Commission Personnel 


Senior Policy Advisor 

Chief Economist 

Director, Marketing Operations 

Director, Domestic Marketing 

Director, International Marketing 
Director, Finance and Human Resources 


Director, Subsidy Operations 
and Administration 


Director, Legal Services 


Director, Information Services 


Roch Morin 
Kenneth McKinnon 
Clifford Mclsaac 


Charles C. Birchard 
R. Erik Kramar 
Gaétan Paquette 
Rowan Lalonde 
Jocelyn Comtois 


Paul Simard 


Richard Labossiére 
Richard King 
Lyse Champagne 


MANAGEMENT RESPONSIBILITY FOR 
FINANCIAL STATEMENTS 


The financial statements of the Canadian Dairy Commission and all 
information in this annual report are the responsibility of manage- 
ment. The statements have been prepared in accordance with 
generally accepted accounting principles which have been 
consistently applied, using management's best estimates and 
judgements, where appropriate. Financial information presented 
elsewhere in the annual report is consistent with the statements. 

In discharging its responsibility for financial reporting, manage- 
ment maintains and relies on financial and management control 
systems and practices which are designed to provide reasonable 
assurance that transactions are authorized, assets are safeguarded 
and proper records are maintained. These controls and practices 
ensure the orderly conduct of business, the accuracy of accounting 
records, the timely preparation of reliable financial information and 
the adherence to Commission policies and statutory requirements. 

The Audit Committee, which is made up of the Commission's 
three Commissioners, oversees management's responsibilities for 
maintaining adequate control systems and the quality of financial 
reporting. The Commission's external auditors and those conducting 
its internal audits have free access to the Audit Committee to discuss 
the results of their work and to express their concerns and opinions. 
_ The financial statements have been audited by the Auditor 

General of Canada, the independent auditor for the Government 
of Canada. 


(2F 52 ae 


Roch Morin, Chairman 


( Au Se wiked __ 


Paul Simard, Director of Finance 


AUDITOR’S REPORT 


To the Minister of Agriculture 


| have examined the balance sheet of the Canadian Dairy 
Commission as at July 31, 1990 and the statement of operations and 
financing by producer levies and the statement of dairy support 
program and costs financed by the Government of Canada for the 
year then ended. My examination was made in accordance with 
generally accepted auditing standards, and accordingly included 
such tests and other procedures as | considered necessary in the 
circumstances. 

In my opinion, these financial statements present fairly the 
financial position of the Commission as at July 31, 1990 and the 
results of its operations for the year then ended in accordance with 
generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

Further, in my opinion, the transactions of the Commission that 
have come to my notice during my examination of the financial 
statements have, in all significant respects, been in accordance with 
Part X of the Financial Administration Act and regulations, the 
Canadian Dairy Commission Act and the by-laws of the 
Commission. 


= 


D. Larry Meyers, F.C.A. 
Deputy Auditor General 


for the Auditor General of Canada 


Ottawa, Canada 
October 8, 1990 


BALANCE SHEET 
as at July 31, 1990 


1990 1989 
(in thousands) 
Assets 
Accounts receivable 
Trade (Note 3) $ 14 $ 789 
Government of Canada 40,249 44,157 
Producer levies 48,146 55,195 
Inventories (Note 5) 143,985 142,595 
$ 232,394 $ 242,736 
Liabilities 
Accounts payable and accrued liabilities $ 38,537 $ 42,533 
Direct support payments payable to producers 40,084 43,791 
Allowance for losses on disposal of surplus production (Note 6) 35,515 17,007 
Loans from Government of Canada (Note 7) 106,283 114,250 
220,419 217,581 
Excess of Financing by Producer Levies 
Excess of financing over net cost of operations (Note 11) 11,975 25,155 
$ 232,394 $ 242,736 


Approved: 


BY xe. 


Chairman 


Coe oy j Lun PLU 


Vice-Chairman 


TG 


Director of Finance 


The accompanying notes and schedule are an integral part of these financial statements. 


STATEMENT OF OPERATIONS AND FINANCING 


BY PRODUCER LEVIES 
for the year ended July 31, 1990 
1990 1989 
(in thousands) 
Export sales $ 182,663 $ 156,790 
Cost of goods sold 212,012 208,137 
Loss on export sales 29,349 51,347 
Domestic sales 60,262 43,321 
Cost of goods sold 59,663 41,601 
Loss (margin) on domestic sales (599) (1,720) 
Total loss on sales 28,750 49,627 
Assistance and expenses 121,506 108,514 
Total Cost of Operations 150,256 158,141 
__ Less operating costs financed by the Government of Canada 

Administrative expenses 3,476 4694 
Carrying charges — 2,920 
3,476 7,614 

Net cost of operations financed by producer levies 146,780 150,527 
Financing by producer levies (Note 4) 155,929 172,281 
Excess of financing over net cost of operations 9,149 21,754 
Excess at beginning of year 25,155 30,294 
34,304 52,048 

Refunds of excess 22,329 26,893 
Excess at End of Year $ 11,975 $ 25,155 


The accompanying notes and schedule are an integral part of these financial statements. 
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STATEMENT OF DAIRY SUPPORT PROGRAM AND COSTS 
FINANCED BY THE GOVERNMENT OF CANADA 
for the year ended July 31, 1990 


1990 1989 
(in thousands) 
Direct support payments to producers of industrial milk and cream $ 265,795 $ 279,593 
Administrative expenses 3,476 4694 
Carrying charges _ 2,920 
Costs of production and dairy policy studies 764 303 
Total costs financed by the Government of Canada $ 270,035 $ 287,510 


The accompanying notes and schedule are an integral part of these financial statements. 
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NOTES TO FINANCIAL STATEMENTS 


July 31, 1990 


1. The Commission 


The Canadian Dairy Commission (the ““Commission’’) is an agent 
Crown corporation named in Part |, Schedule Ill to the Financial 
Administration Act and is not subject to the provisions of the /ncome 
Tax Act. The objectives of the Commission, as established by the 
Canadian Dairy Commission Act, are “‘to provide efficient producers 
of milk and cream with the opportunity of obtaining a fair return for 
their labour and investment and to provide consumers of dairy pro- 
ducts with a continuous and adequate supply of dairy products of 
high quality” 

The Commission administers the dairy support program 
financed by the Government of Canada, under which it makes direct 
support payments to producers. In co-operation with the Canadian 
Milk Supply Management Committee (CMSMC), which it chairs, the 
Commission undertakes the management and administration of 
operations financed by producer levies. 

The Commission purchases, at Canadian support prices, all 
butter and skim milk powder tendered to it. While most of the butter 
_ purchased by the Commission is later resold in the domestic 
market, most of the skim milk powder is in excess of domestic 
needs and is exported. The Commission sells production surplus to 
domestic requirements in the form of whole milk products, skim milk 
powder and butter on international markets at the prevailing world 
prices. Historically, these prices have usually been lower than 
Canadian support prices. The Commission also pays assistance to 
processors and exporters to assist them in disposing of dairy 
products directly. 


2. Significant Accounting Policies 


Foreign currency translation 

Sales and receivables in foreign currencies are hedged by currency 
conversion agreements and are translated into Canadian dollars at 
the exchange rates provided therein. 


Inventories 
Inventories are valued at the lower of cost or estimated net 
realizable value. 


Allowance for losses on disposal of surplus production 

The Commission establishes an allowance for losses on disposal of 
surplus production by reference to its outstanding purchase commit- 
ments, actual butter inventory levels relative to the normal levels 
determined by the Commission and world market prices. 
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Excess of financing over net cost of operations 

In accordance with the National Milk Marketing Plan, the treatment 
of any excess of financing by producer levies over the net cost of 
operations is determined by the Canadian Milk Supply Management 
Committee. Refunds are recorded in the year declared. 


3. Trade Accounts Receivable 


Trade accounts receivable are net of an allowance for doubtful accounts 
of $5.6 million (1989-$8.5 million). 

The recovery of $1.2 million in the provision for doubtful accounts 
is the result of the Commission’s successful declaration of owner- 
ship, and subsequent sale, of a bond in lieu of an account receivable 
due the Commission. 


4, Financing 


Government of Canada 

The Agricultural Stabilization Board provides financing to the Com- 
mission for direct support payments to producers of industrial milk 
and cream up to maximum amounts authorized by the Governor in 
Council. A major portion of the Commission’s administrative expen- 
ses as well as professional services relating to cost of production 
and other studies are financed by the Government of Canada. 

As a result of the April 1989 Budget, effective August 1,1989, the 
federal funding of the Commission’s administrative expenses 
associated with the export of dairy products and of the carrying 
charges for skim milk powder ceased. In addition, the federal 
funding of $6.03 per standard hectolitre direct support payment on 
1.1 million hectolitres of Special Export Program industrial milk 
production was discontinued on July 31, 1989. 


Producer levies 

Producers are responsible for all costs of operations not financed by 
the Government of Canada. These costs are financed through levies 
established by the CMSMC, charged and collected by the provincial 
marketing boards and agencies and remitted to the Commission. 


Producer levies are comprised of: 


1990 1989 
(in thousands) 

Industrial milk 
In-quota levies $123,780 $131,322 
Over-quota levies 24,995 32,926 
148,775 164,248 
Fluid milk 7,154 8,033 
Total $155,929 $172,281 


The Commission's administrative expenses of $5.0 million 

(1989 — $4.7 million) have been financed from producer levies and 

by the Government of Canada in the amounts of $1.5 million 

(1989 — Nil) and $3.5 million (1989 — $4.7 million) respectively. 
Industrial milk levies include an amount to cover all eligible costs 

associated with actual butter inventory levels up to normal levels 

determined by the Commission. The excess (deficiency) of financing 

over these eligible costs for the year amounted to $(1.7) million 

(1989 - $(0.6) million). The cumulative excess at year end amounted 

to $1.2 million (1989 - $2.9 million) and is included with the excess 

of financing over net cost of operations and will be applied to future 

eligible costs associated with butter inventory levels. 


5. Inventories 


Inventories are comprised as follows: 


1990 1989 
(in thousands) 
Cost 

Butter $ 90,742 $ 91,229 
Skim milk powder 63,669 67,032 
Other dairy products 13,903 12,373 
168,314 170,634 

Less allowance for write down 
Butter (unsalted only) — 8,038 
Skim milk powder 18,694 15,294 
Other dairy products 5,635 4,707 
24,329 28,039 
Net book value $143,985 $142,595 


6. Allowance for Losses on Disposal of Surplus Production 


In recognition, in part, of the decline in domestic butterfat require- 
ments, the Commission has reduced the normal butter inventory 
level at the year end from 12 million to 10 million kilograms of butter. 
This has resulted in a $7.8 million increase in the 1989-90 net cost 
of operations financed by producer levies and the allowance for 
losses on disposal of surplus production. 


7. Loans from Government of Canada 


Loans from the Government of Canada, to a maximum of 
$300 million, are available to finance operations. There are no 
specific terms of repayment. Principal and accrued interest, 
however, are repaid on a regular basis as and when funds are 
available. The interest rates during the year varied from 
12.014% to 13.922% (1989 - 8.995% to 12.888%). 
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Loan transactions for the year are summarized as follows: 


1990 1989 

(in thousands) 
Balance at beginning of year $114,250 $87,363 
Borrowings 252,627 278,222 
Payments (260,594) (251,335) 
Balance at end of year $106,283 $114,250 
Accrued interest at end of year $ 1,922 $ 2,302 


8. Representatives’ Fees 


The Commission has used the services of representatives for the 
sale of dairy products on the export market. Their fees, which are 
included in cost of goods sold, are as follows: 


1990 1989 
(in thousands) 
Coopérative Fédérée de Québec $ 808 $ 1,001 
Intercontinental, Mexico 1,848 1,000 
Gestion Y. Dessarrollo - 
Commercial S.A., Peru 59 259 
Total $ 2,715 $ 2,260 


9. Purchase Commitments 


As at July 31, 1990, the Commission was committed to purchase 
butter and skim milk powder produced prior to that date at Canadian 
support prices and other dairy products produced prior to that date 
at negotiated contract prices. These commitments amounted to 
approximately $12.0 million (1989 - $15.3 million). 


10. Related Party Transactions 


Included in export sales is an amount of $15.0 million (1989 - 
$18.0 million) of sales to the Canadian International Development 
Agency. These sales were carried out in the normal course of 
business and at the Commission’s established sales prices. 

In addition, government departments provided the Commission 
with certain administrative services without charge. 


11. Subsequent Event 


In accordance with the decision of the CMSMC at its meeting of 
September 26, 1990, the excess of financing as at July 31, 1990, 
excluding the cumulative excess of financing over all eligible costs 
associated with normal butter inventory levels of $1.2 million, will be 
refunded to the provinces. 


12. Financial Statement Presentation 


A statement of changes in financial position has not been included 
because, in the opinion of management, it would not provide any 
meaningful additional information. 


SCHEDULE OF OPERATIONS BY PRODUCT 


for the year ended July 31, 1990 
(in thousands) 


1990 
Skim Milk Evaporated Other 
Butter Powder Milk Products* Total 
Export sales $ = 11,159 $ 144,117 $ 8,068 $ 19,319 $ 182,663 
Cost of goods sold 15,722 163,533 10,128 22,629 212,012 
Loss on export sales 4563 19,416 2,060 3,310 29,349 
Domestic sales 60,262 _ — _ 60,262 
Cost of goods sold 59,663 — — _ 59,663 
Loss (margin) on domestic sales (599) - — _ (599) 
Total loss on sales $ 3964 $ 19,416 $ 2,060 $ 3,310 28,750 
Assistance and expenses 
Dairy product assistance — Export $ 61,285 $ 203 $ 311 $ 25,744 27,543 
— Domestic 344 12,295 — ~ 12,639 
Inventory writedown _— 18,694 174 5,461 24,329 
Promotion and donation 3,892 1,475 —_ 446 5,813 
~ Carrying charges 7,148 3,402 335 778 11,663 
Provision for (recovery of) doubtful accounts = — (1,156) 146 (1,010) 
$ 12,669 $ 36,069 $ (336) $ 32,575 80,977 
Provision for losses on disposal 
of surplus production 35,515 
Administrative expenses 5,014 
Total assistance and expenses 121,506 
Total cost of operations $ 150,256 


“Includes whole milk powder and cheese 
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1989 


Skim Milk Evaporated Other 

Butter Powder Milk Products* Total 
355 $ 113,477 ibe $ 27,403 $ 156,790 
528 146,462 19,691 41,456 208,137 
173 32,985 4136 14,053 51,347 
43,321 — — — 43,321 
41,601 — — — 41,601 
(1,720) a — _ (1,720) 
(1,547) $ 32,985 $ 4136 $ 14,053 49,627 
1,325 $ 649 $ 774 Seo eto 33,861 
570 10,280 — — 10,850 
8,038 15,294 1,526 3,181 28,039 
555 800 = ~ 1,355 
6,617 4214 624 795 12,250 
— — — 458 458 
17,105 SAT $ 2,924 Sh Shekey7/ 86,813 
17,007 

4,694 

108,514 

$ 158,141 
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The Honourable Bill McKnight 
Minister of Agriculture 
Ottawa, Ontario 


Dear Mr. Minister, 


We are pleased to report on the 
activities of the Canadian Dairy Com- 
mission for the dairy year ending July 31, 
19918 

In June 1991, the Commission 
welcomed the final report of the Task 
Force on National Dairy Policy. In its 
report, the Task Force called upon the 
Commission to take the lead in imple- 
menting its recommendations. 

We have already acted on certain 
recommendations, such as those on pricing 
for the 1991-92 dairy year, where we have 
clear jurisdiction. The Commission has 
endeavoured to follow your guidance on 
dairy policy. 

Domestic requirements for industrial 
milk continue their steady decline. This was 
the major issue addressed by the Canadian 
Milk Supply Management Committee in 
the past year. The reasons for the decline 
are compound. A reduced demand for 
various dairy products, and a simultaneous 
increase in the excess butterfat that is 
“skimmed off” in the fluid and industrial 
sectors combine to displace industrial 
production. 

Market Sharing Quota was reduced at 
the beginning of the 1990-91 dairy year 
from 46.1 to 44.7 million hectolitres, 
which allowed for estimated domestic 
requirements of 43.4 million hectolitres 
and a production sleeve set at 1.3 million 
hectolitres. 

For the 1991-92 dairy year, the 
Committee was forced to consider a further 
reduction in Market Share Quota of 
4.7 percent. Ultimately, because of 
disagreement concerning the underlying 
causes for declining requirements, it was 
left to the Commission to establish the 
quota for the 1991-92 dairy year. 

An extensive examination of fluid 
skim-off, one of the causes of the decline in 
requirements, led the Committee to agree 
that, effective August 1, 1991, each prov- 
ince will be responsible for the increase of 


butterfat diverted to the industrial market 
from its fluid sector. The Committee also 
established a subcommittee to deal with 
ongoing pressures that skim-off creates in 
the system. 

In response to the rapid decline in 
domestic consumption of butterfat, the 
Committee accepted a new domestic 
market development initiative proposed 
by the Commission to augment domestic 
butterfat consumption. This Special 
Butterfat Promotion Program is a three- 
year commitment to assistance. 

A number of factors led to a shortfall 
of $6.5 million in the financing by 
producer levies of Commission operations 
for the 1990-91 dairy year. Exports by the 
Commission and the associated costs were 
significantly higher than anticipated in the 
budget. At the same time, the fact that 
there was no quota adjustment during the 
dairy year meant that a portion of the 
production surplus to actual domestic 
requirements was included in Market 
Sharing Quota and levies on this surplus 
were remitted at the in-quota rate, rather 
than the over-quota rate set to cover export 
costs. 

On August 1, 1990, under an interim 
mandate, the Canadian Dairy Commission 
set the target price for industrial milk, the 
processor margin and the support prices for 
butter and skim milk powder, after receiv- 
ing advice from its Consultative Commit- 
tee. At that time, the target price for 
industrial milk was increased by $1.24, 
from $47.45 to $48.69 per hectolitre. 

We have reported on the achievement 
of the Commission’s goals for 1990-91 on 
page 18. 


Yours sincerely, 


Roch Morin, Chairman 


ee DOM yes 


Kenneth McKinnon, Vice-Chairman 


(oe 


Clifford McIsaac, Commussioner 


HE TASK FORCE ON jurisdiction, such as those on pricing for the 
NATIONAL DAIRY POLICY 1991-92 dairy year. In certain 


Str1 ng cheese — 
Who says you can’t play 


with your food? 


recommendations, the Commission does 
not have jurisdiction, and it continues to 
exercise an advisory role. 


The Task Force on National Dairy The Commission’s legislated mandate 
Policy was created in 1989 as part of the is not affected by the report, and its 
Minister of Agriculture’s National Agri- activities will continue to reflect the 
Food Policy Review. The main mandate of provisions of dairy policy. 
the Task Force was to advise the Minister In its package of 23 recommendations, 
on options to be considered for a new the Task Force calls for: 
dairy policy. * amore transparent, participatory, 

Kenneth McKinnon, the Vice- objective system; 

Chairman of the Canadian Dairy Com- ¢ an accurate price-setting mechanism 
mission, chaired the Task Force, which had at arm’s length from government 
representatives from the Commission, and a market-responsive structure; 
Dairy Farmers of Canada, the National ¢ greater efficiency; 

Dairy Council of Canada, the Consumers’ ¢ amore integrated national 
Association of Canada, and the govern- marketing system; and, 

mental departments of Agriculture, * meeting competitive pressures. 


Finance, and External Affairs. 

The Task Force report was released in 
June 1991. The recommendations provide 
an opportunity for renewal and they 
acknowledge the valuable role 
of the Canadian Dairy Com- 
mission in the maintenance 
of a strong and stable dairy 
industry in Canada. 

The report 
recommends that 
the Commission 
continue to exercise 
the authority to set 
target and support 
prices for dairy, after 
receiving the advice of a 
broadly representative 
Consultative Committee, 
and subject to appeal by an 
independent tribunal on 
pricing decisions. 

The Commission has 
already acted on certain 
Task Force recommend- 
ations where it has clear 
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HE NATIONAL DAIRY POLICY 


The dairy industry is a key sector in the 
Canadian economy. Dairy farming gen- 
erated more than $3.4 billion in farm cash 
receipts in 1990, while dairy products 
shipped from processing plants were valued 
at over $7.1 billion. 

There are two markets for milk in 
Canada. The fluid market (table milk and 
fresh cream) accounts for 40 percent of the 
milk produced, and the remaining 
60 percent is manufactured into dairy 
products such as butter, cheese, yogurt, 
and ice cream. 

Each province is responsible for the 
production of its own fluid milk and sets its 
own pricing formulas, quota policies and 
other regulations. While the federal 
government has jurisdiction over the 
industrial milk market, it is administered in 
part through a federal-provincial agreement 
known as the National Milk Marketing 
Plan. 


National Milk Supply 
Management 

Canada adopted a system of supply 
management for industrial milk in the early 
seventies. Gone are the erratic fluctuations 
of the fifties and sixties which resulted in 
unstable markets, uncertain supplies and 
highly variable revenues for producers and 
processors. Milk supply management is the 
cornerstone of Canada’s national dairy 
policy. 

The purpose of milk supply manage- 
ment is to provide a balance, in terms of 
butterfat, between the supply of industrial 
milk and the demand for dairy products. 

The domestic market is primarily sup- 
plied by Canadian milk production, except 
for a fixed volume of cheese imports and 
small amounts of other dairy products. The 
Canadian Milk Supply Management Com- 
mittee (CMSMC) oversees the application 
of the National Milk Marketing Plan, the 
federal-provincial agreement that governs 
milk supply management in Canada. 
Chaired by the Canadian Dairy Commis- 
sion, the Committee has representation 


from producers and governments from all 
provinces except Newfoundland, which 
does not produce significant amounts of 
milk for industrial purposes. 

The Committee sets a national 
production target or Market Sharing Quota 
which is constantly monitored and adjusted 
periodically to reflect changes in demand. 
The Plan establishes each province’s share 
of the national quota, and it contains 
provisions for the sharing of any increase or 
decrease in this quota. Each province 
allocates its share to producers according to 
its own policies. 

The system requires that a small sleeve 
be built into the production quota to 
prevent shortages in the domestic market. 
In addition, as a result of meeting require- 
ments for butterfat, Canada’s dairy industry 
is faced with a structural surplus of solids 
non-fat. These surpluses are managed by 
export programs. 

Under the National Milk Marketing 
Plan, producers assume responsibility for 
the costs of exporting dairy products which 
are not consumed in Canada. For this 
purpose, levies are collected by provincial 
authorities and remitted to the 
Commission. 


Import Controls on 
Dairy Products 


In order to operate its milk supply 
management system, Canada has adopted a 
wide range of measures to monitor and 
control imports of dairy products. Without 
these measures, the stability provided by 
the national dairy policy would be 
undermined by imports which are often 
highly subsidized by the countries who 
export them. The Canadian government 
has established import controls which are 
administered by the Department of 
External Affairs under provisions of the 
Export and Import Permits Act. 


Pizza — another 
mouth-watering 


adventure in cheese! 


Target Price for 
Industrial Milk 


The target price is set at a level 
intended to provide efficient milk pro- 
ducers with a return which will cover their 
labour, investment, and cash costs related 
to the production of industrial milk. 

The cost of producing milk is calcu- 
lated from data collected by surveys on 
approximately 350 farms in Ontario, 
Quebec, New Brunswick, and Manitoba. 
Thirty percent of the sample, made up of 
producers with the highest per-hectolitre 
costs, is eliminated for the purposes of 
calculating the target price. 

Since the mechanism measures actual 
costs on the farm on an annual basis, 
changes in the cost of producing milk can 
be reflected promptly in the pricing struc- 
ture. This is intended to pass productivity 
gains directly through to consumers. 


Support for the Target Price 


The federal government supports the 
target price for industrial milk in the 
marketplace through two programs of the 
Canadian Dairy Commission. Producers 
receive direct support payments from the 
government on deliveries of industrial milk 
and cream produced to meet domestic 
requirements. These payments are intended 
to moderate the price consumers pay for 
dairy products, thus stimulating consump- 
tion and contributing to the maintenance 
of a sizeable dairy industry. 

The Commission sets support prices 
for butter and skim milk powder, which 
are set at a level to provide processors with 
an assumed margin to cover costs and a 
return on their investment. The Commis- 
sion offers to purchase product at these 
prices and this provides a mechanism 
whereby producers can achieve the target 
price for their milk. 

Target and support prices are used as 
a guideline by the provincial agencies in 
setting their milk prices. The Offer to 
Purchase Program allows the Commission 
to hold butter stocks in reserve, thus ensur- 
ing a supply during periods of imbalance 
between production and demand. 


nn 


The surplus butterfat led to substantial 
purchases of butter by the Commission. 


HE 1990-91 DAIRY YEAR 
IN REVIEW 


MILK SUPPLY 
MANAGEMENT 


Market Sharing Quota (MSQ) was 
reduced at the beginning of the 1990-91 
dairy year from 46.1 to 44.7 million 
hectolitres, which allowed for estimated 
domestic requirements of 43.4 million 
hectolitres and a production sleeve set at 
1.3 million hectolitres. 

Actual domestic requirements for the 
year, at 42.1 million hectolitres, were lower 
than established. This was the result of an 
ongoing gradual decline in butter con- 
sumption, and an increase in butterfat 
skim-off as consumers continued to shift to 
lower-fat fluid and industrial products, such 
as 1% milk and low-fat cheeses. This 
skim-off ultimately displaces industrial 
production. 

There was no quota adjustment during 
the dairy year, and total milk production 
for 1990-91 was 45.8 million hectolitres, 
2.5 percent above MSQ. 


Despite considerable exports, butter stocks 
remained above normal levels by 4.5 mil- 
lion kilograms at year-end. 

Commission purchases of skim milk 
powder slowed. Skim milk powder is a 
by-product of the manufacture of butter 
from raw milk. The increase in skim-off and 
the decrease in demand for butter mean 
less butter is being made directly from raw 
milk. The structural surplus of powder that 
has resulted from setting domestic require- 
ments on a butterfat basis has been 
shrinking every year. If current trends 
continue, within two or three years, the 
Commission will need to consider setting 
quotas according to requirements for skim 
milk solids. 

During 1990-91, a market research 
firm was engaged to monitor the retail 
purchases of full-fat and low-fat dairy 
products. This will assist the Commission in 
projecting requirements in the years ahead 
and will help the industry to better focus its 
marketing and research efforts. 


Provincial Share of National 
Market Sharing Quota (MSQ) 
(millions) 
Kilograms Hectolitres 

July 31, 1991 of butterfat of milk % 
Prince Edward 

Island 3.035 0.843 1.9 
Nova Scotia 2.118 0.588 1.3 
New Brunswick 2.103 0.584 Ihe: 
Quebec 76.244 21.179 47 4 
Ontario 50.046 13.902 Sle 
Manitoba 6.226 1.729 3.9 
Saskatchewan 4.145 iL Jot 2.6 
Alberta 10.690 2.969 6.6 
British Columbia 6.383 1.773 4.0 
CANADA 160.990 44.719 100.0% 


Seasonality of Total Milk and 
Cream Deliveries 
(distribution by percentage) 


7 88 89 90 
ze Winter 


1980 81 82 83 


~ Summer 


Activities of the Canadian 
Milk Supply Management 
Committee 

The Committee regularly considers a 
wide range of economic and marketing 
factors which affect producer returns. 
These include trends in domestic dairy 
consumption and production, forecasts of 
the Commission’s skim milk powder and 
butter purchases, and export market 
conditions. It also reviews reports and 
financial statements on the Commission’s 
marketing operations and dairy promo- 
tional activities, producer levy rates and 
their application, and provincial quota 
allocations. 

In the past dairy year, the major issue 
addressed by the Committee has been the 
continuing decline in the domestic require- 
ments for industrial milk as measured on a 
butterfat basis. The reasons for the decline 
in domestic requirements are compound — 
reduced demand for various dairy products, 
combined with an increase in the supply of 
butterfat from skim-off. 

Cross-border purchases of dairy 
products continued to erode the domestic 
market for fluid and industrial milk in 
border cities. In July 1991, the Committee 
resolved to send a letter to the Minister of 
Agriculture on the subject. 

After careful consideration of the 
factors contributing to the decline in 
domestic requirements, particularly 
skim-off, the Committee considered reduc- 
ing Market Share Quota by 4.7 percent for 
the 1991-92 dairy year. The Committee 
could not reach a consensus, however, and 
it was left to the Commission to determine 
the level of domestic requirements and 
MSQ to be implemented for the 1991-92 
dairy year, and to establish the provisions of 
the budget for marketing operations. 

An extensive examination of the 
skim-off issue led the Committee to agree 
that, effective August 1, 1991, each 
province will be responsible for the 
additional butterfat diverted to the 
industrial market from its fluid sector. The 
Committee also established a 
subcommittee to deal with unresolved 
concerns. Its broad mandate includes the 


Industrial Milk Production 
and Requirements 
(million hectolitres) 
Surplus 


Total Canadian production 
MSQ_ requirements' Production (deficit) 


1983-84 47.6 47.6 48.2 0.6 
1984-85 47.4 47.5 48.0) 0.5 
1985-86 46.6 46.6 46.9 0.3 
1986-87 46.6 47.0) 46.8 (0.2) 
1987-88 47.3 47.2 485° 13 
1988-89 474 46.7 48.8 2 
1989-90 46.1 45.4 47 0 1.6 
1990-91 44.7 43.4 45.8 2.4 


‘Actual domestic requirements as determined at year-end plus a sleeve and 
additional MSQ approved by the CMSMC. 

Includes 0.1 million hectolitres of additional quota for British Columbia and 
Nova Scotia. 

’Provinces were permitted to produce up to 3% above their MSQ at the 
sleeve levy rate. 


Production of Industrial 
Milk and Cream 
(thousand kilograms of butterfat) 


1988-89 1989-90 1990-91 

Prince Edward 

Island ore 3,172 3,076 
Nova Scotia D237, 2,293 2,293 
New Brunswick 2e52 IRIAN 227 
Quebec 83,479 80,154 76,840 
Ontario 54,647 51,992 51,657 
Manitoba 7,003 6,712 6,423 
Saskatchewan 4.499 4,395 4,265 
Alberta 11,453 11,416 11,226 
British Columbia —-6,716 6,718 6 ,731 
CANADA 175,558 169,122 164,728 


investigation of ways to harmonize 
provincial fluid and industrial plant 
allocation and pricing systems. 

In view of shrinking requirements, the 
Committee recognized the need to achieve 
a balance between industrial milk produc- 
tion and domestic demand for dairy 
products. Provincial milk marketing boards 
and agencies discussed policies which 
would encourage milk production to the 
level of Market Sharing Quota, but which 
would also discourage production above 
MSQ on a provincial basis. 


Levies 


Under the National Milk Marketing 
Plan, milk producers assume responsibility 
for the costs associated with the export of 
dairy products not required for domestic 
consumption. Levies for this purpose are 


Levy Structure 


Levies remitted by the provinces to the Commission during the 1990-91 dairy year 
were calculated according to rates approved by the Canadian Milk Supply 


Management Committee. 


collected by provincial marketing boards 
and agencies through deductions from 
payments to milk producers, and subse- 
quently remitted to the Commission on a 
monthly basis, in accordance with rates and 
conditions established by the Canadian 
Milk Supply Management Committee 
(CMSMC). These levies are also used to 
finance special programs approved by the 
CMSMC and designed to increase 
domestic utilization of butterfat and skim 
milk powder. 

On the basis of a budget approved by 
the CMSMC at the beginning of the dairy 
year, a blended levy rate was set at $3.44 
per hectolitre of milk, for deliveries at 
100 percent of the province’s share of 
Market Sharing Quota. As an alternative to 
this blended levy, provinces were able to 
apply two different rates, one on deliveries 


— 


a) In-quota levy options 
at a blended rate of 
Product Innovation Program; 
or at 


domestic requirements, 
and 


b) Over-quota levy 


This levy applied to production above 
the provincial quota. 


c) Skim-off levy 


preceding calendar year. 


on deliveries within the portion of MSQ used to meet 


on deliveries within the sleeve portion of MSQ. 


The fluid milk sector’s contribution towards marketing costs 
was paid on the net skim-off volume for each province in the 


Although levy rates are set by the CMSMC, the policies related to the collection of 
these levies are determined by the provinces. 


Provinces could opt to remit their in-quota levies in one of two ways: 


$ 3.44/hL of milk 


for deliveries at 100 percent of the provincial share of Market 
Sharing Quota, and on milk produced for the Domestic Dairy 


$ 2.65/hL of milk 


$28.32/hL of milk 


$33.00/hL of milk 
$ 4.00/kg of b.f. for cream 


$ 1.25/hL of net skim-off 


Levies Remitted by the Provinces Contribution from the 
Industrial Milk and Cream Sector Fluid Milk Sector 
(in thousands) (in thousands) 
1988-89 1989-90 1990-91 1988-89! 1989-90? 1990-91? 
Prince Edward Prince Edward 
Island $ 2,350 S 92,675 $ 2,934 Island $ 43 $ 36 $ 40 
Nova Scotia 1,730 2,471 3,428 Nova Scotia 340 274 307 
New Brunswick 2,482 2,361 2,831 New Brunswick 204 189 198 
Quebec 82,344 72,685 76,430 Quebec 2,059 1293 1,429 
Ontario 48 345 39,490) 54,710 Ontario 3,018 3,538 4,119 
Manitoba 7,082 6,289 6,472 Manitoba 329 oa 374 
Saskatchewan 3,988 4.061 4,685 Saskatchewan 292 266 288 
Alberta 9596 11,476 14,487 Alberta 794 687 850 
British Columbia 6,331 Noy 8,937 British Columbia 954 536 540 
CANADA $164,248 $148,775 $174,914 CANADA $8,033 $7,154 $8,145 
‘Calculated at a rate of 30.15 cents per hectolitre of sales. 
teva : : *Calculated at a rate of $1.25 per hectolitre on the volume of net skim-off for 
within the domestic requirements, and one each province in the preceding calendar year. 
on the sleeve portion of a province’s MSQ. 


These two rates were set at $2.65 and 
$28.32 per hectolitre respectively. 

The levy on milk deliveries in excess of 
the provincial share of quota was estab- 
lished at a rate of $33.00 per hectolitre for 
milk and $4.00 per kilogram of butterfat 
for cream. The rates on milk deliveries 
include $0.14 per hectolitre to cover costs 
associated with maintaining butter inven- 
tories at levels judged to be normal by the 
Commission. 

The contribution from the fluid 

milk sector to the export 
account was calculated 
at the rate of 

S125 per 


hectolitre on the volume of net skim-off 
identified for each province. 

In 1990-91, provincial milk boards 
remitted a total of $174.91 million in levies 
to the Commission. The fluid sector 
contributed $8.14 million. 


Canadian cheese can 
speak to your taste buds, 


with a Swiss accent! 


IMPORT CONTROLS ON 
DAIRY PRODUCTS 

Canada’s import controls for dairy 
products remained unchanged in 1990-91. 

To support supply management, the 
position of the Canadian government has 
been that Article XI of the General Agree- 
ment on Tariffs and Trade (GATT) must 
be strengthened and clarified to permit 
import controls on processed dairy 
products, such as ice cream and yogurt. 
The government is awaiting the outcome 
of the current round of negotiations before 
implementing the 1989 GATT panel 
decision that disallowed Canada’s import 
quotas on ice cream and yogurt. 

Canada maintains import quotas for 
buttermilk powder, condensed milk, and 
cheese. In 1978, the annual import quota 
for cheeses was set at 20.4 million kilo- 
grams, and it has remained unchanged 
since. In 1990, cheese imports represented 
7.5 percent of the market in Canada, while 
they accounted for 4.8 percent of the 
market in the United States and 
3.0 percent in the European Economic 
Community. 

In July 1991, upon recommendations 
from the Dairy and Poultry Task Forces, 
the government initiated an inquiry into 
the allocation of import quotas for supply- 
managed products, as well as the principles 
that should guide import quota allocations 
for any product. The inquiry will be 
conducted by the Canadian International 
Trade Tribunal. The Commission has been 
invited to participate, and it has a particular 
interest because of its role as purchaser of 
all surplus butter and skim milk powder 
and historic first receiver of butter imports. 


Target Price for Industrial Milk' 
(per hectolitre) 


1988 February 1 $47.06 
1989 August 1 $47.45 
1990 August 1 $48.69 


Includes $0.14 to cover all eligible costs associated with actual butter 
inventories, up to normal levels determined by the Commission. 


"TARGET PRICE FOR 
INDUSTRIAL MILK 


On August 1, 1990, the target price 
for industrial milk was increased by $1.24, 
from $47.45 to $48.69 per hectolitre, 
containing 3.6 kilograms of butterfat. 

In reviewing data for February 1, 
1991, the Commission could not recom- 
mend a price adjustment as there was not 
the required 2 percent change in the cost 
of production. 

The federal government has extended 
the Commission’s authority to set the 
target price for industrial milk, the 
processor margin and the support prices 
for butter and skim milk powder, after 
receiving advice from its Consultative 
Committee. The approach was in place for 
August 1, 1991, when the target price was 
increased to $49.92 for the 1991-92 dairy 


year. 


Target Price 
In Constant 1981 Dollars 
(beginning of dairy year) 


1 —TO—LLLLLLL—L—_——————————————————————————————————————————————————————————————— 


Direct Support Payments to Producers 
of Industrial Milk and Cream 

(in thousands) 

1988-89! 1989-90 1990-91 
Prince Edward 
Island $ 5,258 $ 4990 $ 4,938 
Nova Scotia 3,664 3,488 3,350 
New Brunswick 3,677 3,495 3,318 
Quebec 131,893 125,287 120,329 
Ontario 87,797 83,429 78,973 
Manitoba 10,726 10,194 9,826 
Saskatchewan MGS 6,795 6,543 
Alberta 18,686 Whey: 16,872 
British Columbia 10,717 10,365 10,137 
CANADA $279,593 $265,795 $254,286 
Includes direct payments on 1.1 million hectolitres of milk produced for 
export. 


DIRECT SUPPORT PAYMENTS 
TO MILK PRODUCERS 


Under the federal program supporting 
the target price for industrial milk, pro- 
ducers receive direct support payments for 
milk and cream shipments required to meet 
domestic requirements. 

In the 1990-91 dairy year, monthly 
payments were made at the rate of $1.675 
per kilogram of butterfat ($6.03 per hecto- 
litre of milk containing 3.6 kilograms of 
butterfat). This rate has remained 
unchanged since 1975, when it represented 
24 percent of the target price for industrial 
milk. In 1990-91, it represented 12.4 per- 
cent of the target price. 

Total payments to producers reached 
$254.29 million for 151.81 million kilo- 
grams of butterfat (42.17 million hectolitres 
of milk) produced for domestic 
consumption, This compares with pay- 
ments of $265.80 million recorded for the 
previous dairy year, a decrease of 4.33 
percent. 


'This total includes 3,747 cream producers. 


Number of Dairy Farms 

1988-89 1989-90 1990-91 
Prince Edward 
Island 703 669 650 
Nova Scotia 707 686 655 
New Brunswick 599 568 526 
Quebec 15,652 14,903 14,043 
Ontario 11,454 10,976 10,549 
Manitoba 2,283 Dols 1,956 
Saskatchewan 1,657 1,496 1,282 
Alberta 2,340 2,178 2,015 
British Columbia 1,050 1,031 1,002 
CANADA 36,445 34,620 32,678’ | 


SUPPORT PRICES FOR BUTTER 
AND SKIM MILK POWDER 

On August 1, 1990, support prices for 
butter and skim milk powder were $5.331 
per kilogram and $3.130 per kilogram 
respectively. 

To calculate the support prices, the 
yield from each hectolitre of milk was 
assessed at 4.365 kilograms of butter and 
8.54 kilograms of powder. The processor 
margin was set at $7.34 per hectolitre. 


Federal Support Prices for 
Butter and Skim Milk Powder 
(per kilogram) 
Skim 
Effective milk 
date Butter powder | 
1988 February | $5.102 $3.013 
1989 August 1 $5.167 $3.046 
1990 August 1 $5.33] $3.130 
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Support Price Structure 
TARGET PRICE FOR INDUSTRIAL MILK 
$48.69 per hectolitre 
Butter Skim Milk Powder 

Support price Support price Direct 
required to meet required to meet Processor Payment to 
target price target price Margin Milk 
(per kilogram) $ 5.331 |e | (perkilogram) $ 3.130 | — | 73g | Producers 
Amount in Amount in pee $6.03 
one hL of milk x 4.365 kg one hL of milk x 8.54 kg hectolitre pet 

a ae hectolitre 

$23.269 $26.730 


COMMERCIAL OPERATIONS 


Butter and Skim Milk 
Powder Inventories 

The Commission began the 1990-91 
dairy year with 17.75 million kilograms of 
butter and 20.89 million kilograms of skim 
milk powder in inventory. During the year, 
the Commission purchased 17.35 million 
kilograms of butter and 48.63 million 
kilograms of skim milk powder. Sales of 


Marketing Activities 
of the Commision 
(million kilograms) 
Stocks at 
Purchases Sales year-end 
Butter 
1988-89 14.24 8.76 17.95 
1989-90 17.60 17.80 177 
1990-91 17.39 20.46 14.64 
Skim milk powder 
1988-89 67.34 52.58 22.25 
1989-90 56.35 o/ i 20.89 
1990-91 48.63 40.43 29.09 


20.46 million kilograms of butter and 
40.43 million kilograms of skim milk 
powder left respective closing inventories of 
14.64 million kilograms and 29.09 million 
kilograms, as at July 31, 1991. 


Carrying Charges 

Carrying charges associated with the 
Commission’s Offer to Purchase Program 
for butter and skim milk powder were 
$12.15 million. 

For the costs of maintaining normal 
stocks of butter purchased by the Com- 
mission and eventually consumed in the 
domestic market, an amount of $0.14 per 
hectolitre of milk is added to the target 
price and collected from the marketplace. 
Provinces return this surcharge to the 
Commission through an increase in 
producer levies of the same amount. 

Since August 1989, producers have 
paid, through levies, the total costs of 
storage, transportation and interest, 
incurred by the Commission on surplus 
butter and skim milk powder. 


Butter Assistance Programs 


The purpose of the Butter Trans- 
portation Assistance Program is to stabilize 
the price of butter and ensure its availability 
across Canada. The program applies to the 
movement of butter from a butter-surplus 


Cheese in the kitchen 1s a 
long-time favourite. 
Shown here ave Dairy 
Bureau of Canada 
recipe cards developed 
for the food service 


industry. 


region to a butter-deficient region. Butter 
purchasers have their transportation costs 
reimbursed (minus a deductible) for 
purchases directly from Commission stocks. 
Due to the high levels of privately held 
butter inventories, and, consequently, 
fewer sales from Commission stocks, 
payments under this program decreased 
from $0.37 million in 1989-90, to 

$0.14 million in 1990-91. 


Two additional programs respond to 
the specific needs of British Columbia. 

A reworking allowance 1s available to 
any butter manufacturer that markets 
butter purchased from Commission stocks 
and sold in the province of British 
Columbia. 

The Commission also provides 
assistance to any manufacturer of print 
butter in the province of British Columbia, 
to offset the cost of bringing fresh butter 
from other provinces. Currently, the 
assistance is restricted to purchases from 
Saskatchewan and Alberta, until regional 
surpluses are alleviated. 


Animal Feed 
Assistance Program 

The objective of this program is to sell 
skim milk solids domestically, and to 
achieve returns above levels available on 
export markets. The program makes skim 
milk solids available to animal feed 
manufacturers at a competitive price for 
feed ingredient use. The product covered 
under this program is surplus to Canadian 
requirements and would otherwise be 
exported. 

At August 1, 
1990, the level of 
assistance was set at 
$1.084 per kilogram, 
to correspond with 
the Commission’s 
adjusted support 
price for skim milk 
powder. The assis- 
tance was increased 
to $1.33 per kilo- 
gram on April 15, 
1991, to reflect 
changes in the world 
price for skim milk 
powder. 

The total volume 
on which assistance 
was provided in 
1990-91 (at 
8.4 million kilograms) is lower than in the 
previous dairy year (12.9 million kilograms) 
because of the effects of the recession and 
import competition on the milk-fed veal 
industry. Payments under this program 
totalled $9.38 million in 1990-91. 

Since February 1, 1991, the 
Commission offered aged powder to the 
animal feed industry from its stocks at a 
discounted price. The total volume sold 
under the discount amounted to 
1,542 tonnes for the dairy year. 
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DOMESTIC MARKETING 


The Commission uses its unique 
position in the industry to identify and 
promote opportunities to market more 
milk — an activity which complements the 
role of other industry participants. 

The Commission’s promotional 
activities require the endorsement of the 
Canadian Milk Supply Management 
Committee because milk producers finance 
these projects through levies. The current 
array of programs, each designed to address 
specific market challenges, are the Animal 
Feed Assistance Program (reported in the 
previous section), the Milk Bread Program, 
and two more recent programs, the 
Domestic Dairy Product Innovation 
Program, and the newly developed Special 
Butterfat Promotion Program. 

The Milk Bread Program consists of a 
rebate on the volumes of skim milk powder 
used in breads meeting certain milk 
ingredient specifications. 

In its second year, the Domestic Dairy 
Product Innovation Program continued to 
receive strong support. It assists innovators 
who are striving to introduce to the 


domestic market new, made-in-Canada 
products, containing milk ingredients. A 
third round of applications brought the 
number of recommended projects to 
forty-six. 

Although 5.761 million hectolitres was 
requested by these applicants, the Selection 
Committee estimates that about half of this 
amount will be used over five years. This 
would be in line with the volume approved 
by the CMSMC, equivalent to 1 percent of 
Market Sharing Quota, approximately 
2.1 million hectolitres over the five-year 
period. As new products begin to enter the 
market, the experience of these first 
applicants will guide the Selection 
Committee to recommend any appropriate 
program changes to the CMSMC in late 
199 

Another domestic market development 
initiative, proposed by the Commission and 
accepted by the CMSMC, is the Special 
Butterfat Promotion Program. In recent 
years, drastic cuts in the Market Sharing 
Quota have been necessitated by consump- 
tion trends and the growing volume of 
butterfat supplied by fluid and industrial 


Per Capita Disappearance’ of Dairy Products in Canada, 1980-1990 
Fluid or table Skim 
milk and Cheddar! Processed’ Specialty! Total milk Cottage Ice 
cream Butter cheese cheese _—cheese cheese powder cheese cream Yogurt 
1930S SLOSsa 1 4.52 Ne) 2.14 B.n0 7 49 1.80 1.25 WIS) 1.69 
LS LOGS 4.43 6 2.18 3.74 7.68 129° 1.28 12.80 L607 
1982 108.20 4.28 144 2.20 3.96 7.60 2.41 bPal 1273) Lvs 
13a" 1077184 4:30 14/221 3.91 Sine! HS 22 12.51 ek 
1984 107.66 4.27 ey 2.08 4.29 8.09 Zeal 22 1S Dl? 
1985, — 106:31 4.10 2.14 2.03 4.65 8.82 eS 1.34 12722 2.41 
| 1986 107.86 yen 2.36 1.96 BW) fee 19 129 12.43 2eLe 
O87 welLOO Zs Shee! 2.34 2.06 Do eee 220 122 2-3 3.20 
1988s F107256 3.83 2.04 IIS) ep ay 9.81 2.02 1.20 12-37 S29 
| 1989 = 104.73 3.01 2212 241 DFO wesley 2.36 TES 11.88 Sets) 
11990" 103:751" 39.41) 1.67228 95 70 eo 6 Sane aS 1.16 11.84 3.46 
‘Does not include cheese used in processed cheese. 
*Cheese equivalent of processed cheese (assumed to be 73% cheese by volume). Starting in 1975, 95% assumed to be of 
cheddar, and the balance of variety. 
‘Per capita disappearance based on population, July 1. Sources: Statistics Canada, Agriculture Canada 


Paneer, an East Indian 
cheese, 1s now 
manufactured in 
Canada. The 
Commiussion’s Domestic 
Dairy Product 
Innovation Program 
assists innovators, like 
this family, to develop 


new markets for dairy. 


Seis 


skim-off. The goal of this three-year 
program is to augment domestic butterfat 
consumption and prevent further erosion in 
quota through the provision of financial 
assistance to develop new butterfat 
products. 

In addition, the Commission assisted a 
butter promotion directed by the Dairy 
Bureau of Canada and funded by milk 
producers in the fall of 1990. 


INTERNATIONAL 
MARKETING 


During the course of the 1990-91 
dairy year, Canada exported the equivalent 
of 5.0 million hectolitres of milk in a 
variety of products. 

The world demand for dairy products, 
particularly those with a high fat content, 
continued to weaken, especially in the wake 
of global economic instability. This led to 
an increase in stocks of butter and skim 
milk powder in the European Economic 
Community (EEC) and North America. 


The growth in inven- 
tories caused downward 
pressure on world prices for 
dairy products, and they 
remained relatively low in 
1990-91. Prices for skim 
milk powder have declined 
considerably in 1991, to rest 
at just below the GATT 
minimum price of US$1200 
per tonne. A downward 
trend was also observed in 
the prices for butter, cheese, 
whole milk powder, and 
evaporated milk. Prices were 
stronger toward the end of 
the dairy year. 


Skim Milk Powder 

With Mexico absent 
from the market in 1991, 
and only one half of the 
usual volumes of skim milk 
powder shipped to this 
market in the dairy year, the 
Commission was under a 
great deal of pressure to find 
new outlets for this product. Moreover, the 
possibility of selling skim milk powder on 
the Peruvian market was very limited. 

Despite trade efforts, sales for 1990-91 
dropped to 40.4 million kilograms, down 
30 percent from 1989-90. 

With the drop in prices, the Canadian 
International Development Agency 
(CIDA) was able to increase its purchase of 
fortified skim milk powder for use in food 
aid programs. CIDA remains an important 
customer for this product. 


Butter 


The Commission had to boost its 
efforts to reduce butter stocks as the result 
of a decline in domestic demand. In 
1990-91, 10.4 million kilograms of salted 
and unsalted butter were exported, nearly 
twice as much as in 1989-90. 
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Canada’s international 
reputation for quality 
has been founded in 
part on the excellence of 


its aged cheddar. 


Cheese Exports 


(million kilograms) 
Dairy Calandar 
year year 
1990-91 1990 


Aged Cheddar to the EEC 


In Quota 2.6 De 
Out of Quota 14 15 
40 42 

Cheese to the USA 
In Quota Ly Del 
Out of Quota 0.5 ().4 
2.4 2.5 
Other Exports 3.4 DD) 
TOTAL EXPORTS 98 8.9 


7] The Commission exported 
™ butter mainly to Algeria and the 
| EEC. The sales to thé EEC were 
| part of the Community’s Inward 
| Processing Program, which has 
since been discontinued. 


Evaporated Milk 


Libya remains the Com- 
mission’s principal customer for 
evaporated milk. A total of 
| 423,000 cartons were shipped to 
Libya in 1990-91, a slight 
increase over last year. 


Whole Milk Powder 


Following a considerable 

| decline in 1989-90, whole milk 
powder exports returned to 

' normal levels this year, up from 
6.8 to 12.1 million kilograms, and 
shipments of instant whole milk to Algeria 
reached their highest level ever. 


Dairy Product Export 
Assistance Program 

The main dairy products exported 
under this program are cheese, butter, 
condensed milk, and UHT milk. 

Exports under this program account 
for a significant share of the Commission’s 
total dairy exports. The program allows for 
a broader mix of exports, and encourages 
exports of value-added products. 


Disposition of Skim Milk Powder _ : 


(million kilograms) 

Export sales 2933 

CIDA (food aid program) 74 

UNITED STATES (in bond market) Ded 
38.9 

Volumes used for: 

ANIMAL FEED (domestic) oD 

BABY FOOD (export) 0.7 

MILK BREAD (domestic) 0.3 
10.9 


Left to right: 
Cliff Mclsaac, 
Commissioner, 
Roch Morin, 
Chairman and 
Ken McKinnon, 


Vice-Chairman. 


HE CANADIAN DAIRY 
COMMISSION 


MISSION STATEMENT 

The Canadian Dairy Commission plays 
a key role in the implementation of federal 
dairy policy and thus promotes the devel- 
opment and maintenance of a healthy and 
viable dairy industry in Canada. Working 
closely with provincial milk marketing 
boards and agencies, producers, processors, 
and exporters, the Commission advises the 
Minister of Agriculture on matters relating 
to the dairy industry, and develops policies 
and programs which meet the needs of the 
industry while providing Canadian con- 
sumers with adequate supplies of quality 
dairy products. 


Authority 


Created as a Crown Corporation in 
1966 by virtue of the Canadian Dairy 
Commission Act (1966-67), the Commis- 
sion is accountable to Parliament through 
the Minister of Agriculture and works 
closely with Agriculture Canada on matters 
relating to the dairy industry. 

The Commission has the authority to 
purchase, store, process, or dispose of dairy 


products; make payments to milk and 
cream producers for the purpose of 
stabilizing the price of industrial milk and 
cream; investigate matters relating to the 


production, processing or marketing of any 


dairy product; help promote the use of 
dairy products; and receive funds for the 
disposal of dairy products. 


Objectives 
Two objectives are delineated in the 

Canadian Dairy Commission Act: 

¢ to provide efficient producers of milk 
and cream with the opportunity of 
obtaining a fair return for their labour 
and investment; 

¢ to provide consumers of dairy products 
with a continuous and adequate supply 
of dairy products of high quality. 


Main Areas of Activity 


The Canadian Dairy Commission has 
dual responsibilities — those financed by 
the Government of Canada through 
parliamentary appropriation and those 
financed by Canadian milk producers 
under the provisions of the National Milk 
Marketing Plan. 

The Commission advises the Minister 
of Agriculture on matters relating to dairy 
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policy; determines domestic requirements 
for industrial milk and cream for the pur- 
pose of establishing Market Sharing 
Quota; establishes the target price for 
industrial milk based on cost of production 
data; and sets the support prices for butter 
and skim milk powder and offers to 
purchase these products at the support 
price. It also administers the government’s 
monthly payment on eligible milk and 
cream shipments to Canadian producers in 
order to reduce the cost of dairy products 
to consumers; calculates the levy amount 
to be collected from producers by the 
provinces to cover costs associated with the 
marketing of dairy products by the Com- 
mission; exports dairy products not needed 
for domestic consumption, provides export 
assistance, and administers other marketing 
and promotion programs. 

The Commission also chairs the 
Canadian Milk Supply Management 
Committee which coordinates the 
management of industrial milk and cream 
supplies in Canada. 


GOALS FOR 1990-91 


1. Prepare a response to the Dairy Task 
Force consultative paper, particularly 
with respect to the issues directly related to 
the Commusston’s mandate. 

A brief entitled “Managing Change: 
The Challenges for the Canadian Dairy 
Commission in the Nineties” was 
presented to the Dairy Task Force at a 
public meeting on December 13, 1990. 
This paper outlined the Commission’s 
responsibilities within the existing policy 
environment and examined the oppor- 
tunities to provide leadership as the 
dairy industry faces a range of critically 
important issues. The final recommen- 
dations of the Task Force endorse the 
Commission’s role in the industry. 


2. Develop a strategic plan to respond to 
changes in the market for industrial milk 
given shifts in the demand and supply of 
butterfat, including a re-evaluation of 
the support levels for butter and skim milk 
powder. 


The Commission has developed, in 
consultation with the industry, a 
number of approaches to address the 
challenges posed by ongoing shifts in 
the supply of milk and the demand for 
dairy products. The Commission is 
developing market initiatives for a 
comprehensive range of high-butterfat 
products, with the objective of 
promoting increased use of milk fat in 
Canada. To guide the development of 
future strategies, the Commission has 
retained a research firm to report on 
trends in the market for butterfat. 
There is a broad agreement in the 
industry that the pricing mechanism 
should be responsive to market condi- 
tions. Accordingly, the Commission 
considered placing a greater weight of 
any increase in the dairy support prices 
on the price for skim milk powder, and 
a decision on the matter was imple- 
mented for the August 1991 pricing. 


3. Implement expected government decisions 
to establish a revised datry pricing 
mechanism. 


In July 1990, the Minister of 
Agriculture gave the Canadian Dairy 
Commission the mandate to establish 
dairy target and support prices for 
August 1, 1990 and February 1, 1991, 
after receiving advice from its 
Consultative Committee. This approach 
was put into place on the recommen- 
dation of the Task Force on National 
Dairy Policy. The Commission believes 
that the process established for the 
1990-91 dairy year was positive in that 
it allowed for constructive discussion 
among all partners in the industry on 
the different aspects of the formula and 
methodologies used to determine the 
industrial milk price supports. 


The Commission also established a goal to 
modtfy tts policies and programs to reflect 
the outcome of the current Multilateral 
Trade Negotiations. Because an agreement 
on agriculture has not yet been reached, the 
Commussion’s activities in this regard have 
been suspended. 


THE CONSULTATIVE 
COMMITTEE TO THE 
COMMISSION 


The Canadian Dairy Commission Act 
provides for the establishment of a 
Consultative Committee to advise the 
Commission on matters relating to the 
dairy industry. This nine-member 
Committee is appointed by the Minister of 
Agriculture and represents the interests of 
milk producers, processors, retailers, and 
consumers. 

For the 1990-91 dairy year, the 
Consultative Committee was given the 
responsibility to advise the Commission as 
to the appropriate level for the target price 
of industrial milk, the processor margin, 
and the support prices for butter and skim 
milk powder. 

The Consultative Committee met four 
times in the course of the year, to review 
information and provide specific pricing 
recommendations. 

It also discussed the findings of the 
Deloitte and Touche audit and ministerial 
guidelines regarding the cost of 
production pricing mechanism. At the end 
of the dairy year, the Committee 
recommended that the Commission 
continue to rely on the historical cost of 
production methodology, particularly in 
the absence of a common approach to data 
collection in the provinces. It also recom- 
mended that work begin quickly to achieve 
a consensus on methodology, and 
discussed its role in establishing a pricing 
mechanism. 

No change to the target and support 
prices was recommended for February 
1991, because changes in the cost of 
production were less than the 2 percent 
required to trigger an increase or decrease. 


In July 1991, after the Minister of 
Agriculture had extended the Committee’s 
mandate to advise the Commission on 
pricing, the Committee considered data 
prepared by the Commission on the cost of 
production and processor margin, and 
made pricing recommendations for the 
1991-92 dairy year. 

During the course of the year, the 
Committee also heard a presentation from 
the National Dairy Council of Canada 
concerning the standard product yields 
used to calculate support prices, and 
deliberated on possible approaches for the 
Commission’s brief to the Dairy Task 
Force. 


The Chair of the Consultative 
Committee 1s Neil Gray, former Manager 
of Dairyland Foods. Other members of the 
Committee at the beginning of the dairy 
year were Vicki Billingsley, a consultant and 
a consumer advocate; John Core, Chairman 
of the Ontario Milk Marketing Board; 
Graham Freeman, Chairman and Chief 
Executive Officer of Ault Foods Limited; 
Dr. Gary Grant, a Professor of Economics 
and Business Management at the Nova 
Scotia Agricultural College; Doug Lunan, 
President of Intersave, a subsidiary of 
Loblaw Companies Limited; Claude 
Ménard, Director General of Agropur; 
Claude Rivard, President of the Fédération 
des producteurs de lait du Québec; and 
Eugene J. Vallée, a grocery retailer from 
Montreal. 

During the year, Messrs. Lunau, 
Ménard and Vallee left the Committee. They 
were replaced by Robert Poirier, Director 
General of the Industrial Division at 
Agropur; and Honey Forbes, a lawyer, nurse 
and consumer advocate. At the end of the 
dairy year, one position on the Committee 
remained vacant. 
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The Commiussion’s senior 


management team. 
Back row, 

left to right: 

Paul Simard, Rowan 
Lalonde, Jocelyn 
Comtois. 

Middle row: Charles 
Birchard, Richard 
Labossiére. 


Front row: Gaétan 


Paquette, Erik Kramar. 


PERSONNEL 


The success of the Canadian Dairy 
Commission depends largely on the 
abilities of its human resources and on the 
quality of its work environment. For this 
reason, the Commission strives to imple- 
ment policies that encourage personal and 
professional development, and that maxi- 
mize employee motivation and satisfaction. 

The Commission consists of three 
Commissioners who are appointed by 
Governor in Council and a support staff of 
sixty-four. The Commission’s offices are in 
Ottawa. 


Commissioners 


Roch Morin 
Chairman 


Kenneth McKinnon 
Vice-Chairman 

Clifford MclIsaac 

Commissioner 

Senior Commission 
Personnel 


Charles C. Birchard 
Director, Policy and Communications 


R. Erik Kramar 

Chief Economist 

Gaétan Paquette 

Director, Commercial Operations 
Rowan Lalonde 

Director, Domestic Marketing 

Jocelyn Comtois 

Director, International Marketing 

Paul Simard 

Director, Finance and Human Resources 


Richard Labossiére 
Director, Subsidy Operations and Administration 


MANAGEMENT 
RESPONSIBILITY FOR 
FINANCIAL STATEMENTS 


The financial statements of the Cana- 
dian Dairy Commission and all information 
in this annual report are the responsibility 
of management. The statements have been 
prepared in accordance with generally 
accepted accounting principles, using 
management’s best estimates and judge- 
ments, where appropriate. Financial infor- 
mation presented elsewhere in the annual 
report is consistent with the statements. 

In discharging its responsibility for 
financial reporting, management maintains 
and relies on financial and management 
control systems and practices which are 
designed to provide reasonable assurance 
that transactions are authorized, assets are 
safeguarded, and proper records are main- 
tained. These controls and practices ensure 
the orderly conduct of business, the 
accuracy of accounting records, the timely 
preparation of reliable financial information 
and the adherence to Commission policies 
and statutory requirements. 

The Audit Committee, which is made 
up of the Commission’s three Commis- 
sloners, Oversees Management’s responsi- 
bilities for maintaining adequate control 
systems and the quality of financial 
reporting. The Commission’s external 
auditors and those conducting its internal 
audits have free access to the Audit 
Committee to discuss the results of their 
work and to express their concerns and 
opinions. 

The financial statements have been 
audited by the Auditor General of Canada, 
the independent auditor for the 
Government of Canada. 


Kee pret 


Roch Morin, Chairman 


Cee, 


Paul Simard, Director of Finance 


AUDITOR’S REPORT 
To the Minister of Agriculture 


I have audited the balance sheet of the 
Canadian Dairy Commission as at July 31, 
1991 and the statement of operations and 
financing by producer levies and the state- 
ment of dairy support program and costs 
financed by the Government of Canada for 
the year then ended. These financial 
statements are the responsibility of the 
Commission’s management. My respon- 
sibility is to express an opinion on these 
financial statements based on my audit. 

I conducted my audit in accordance 
with generally accepted auditing standards. 
Those standards require that I plan and 
perform an audit to obtain reasonable 
assurance whether the financial statements 
are free of material misstatement. An audit 
includes examining, on a test basis, evidence 
supporting the amounts and disclosures in 
the financial statements. An audit also 
includes assessing the accounting principles 
used and significant estimates made by 
management, as well as evaluating the 
overall financial statement presentation. 

In my opinion, these financial state- 
ments present fairly, in all material respects, 
the financial position of the Commission as 
at July 31, 1991 and the results of its opera- 
tions for the year then ended in accordance 
with generally accepted accounting princi- 
ples. As required by the Financial Admin- 
istration Act, I report that, in my opinion, 
these principles have been applied on a basis 
consistent with that of the preceding year. 

Further, in my opinion, the trans- 
actions of the Commission that have come 
to my notice during my examination of the 
financial statements have, in all significant 
respects, been in accordance with Part X of 
the Financial Administration Act and reg- 
ulations, the Canadian Dairy Commussion 
Act and the by-laws of the Commission. 


D. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
October 4, 1991] 
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BALANCE SHEET 


as at July 31, 1991 


1991 1990 
(in thousands) 
ASSETS 
Accounts receivable 
Trade $ 1,603 $ 14 
Government of Canada (Dairy Support Program) 33,431 40,249 
Producer levies 70,204 48,146 
Inventories (Note 4) 128,345 143,985 
$ 233,583 $ 232,394 
LIABILITIES 
Accounts payable and accrued liabilities $ 42,971 > 38,954 
Direct support payments payable to producers 33,407 40,084 
Allowance for losses on disposal 
of surplus production (Note 4) 25,827 Soro la 
Loans from Government of Canada (Note 5) 136,647 106,283 
238,852 220,419 
(DEFICIENCY) EXCESS OF FINANCING 
BY PRODUCER LEVIES 
(Deficiency) excess at end of year (5,269) Toys 
$ 232,394 


Approved: 


Chairman 


Sie CAL ope 


Vice-Chairman 


A Soi 


Director of Finance 


$ 233,583 


The accompanying notes and schedule are an integral part of these financial statements. 


STATEMENT OF OPERATIONS AND 
FINANCING BY PRODUCER LEVIES 
for the year ended July 31, 1991 


1oo1 1990 
(in thousands) 
Export sales $ 138,088 $ 182,663 
Cost of goods sold 192,886 212-012 
Loss on export sales 54,798 29,349 
Domestic sales 55,482 60,262 
Cost of goods sold 56,105 59,663 
Loss (margin) on domestic sales 623 (599) 
Total loss on sales 55,421 28,750 
Assistance and expenses 137,608 121,506 
TOTAL COST OF OPERATIONS 193,029 150,256 
Less operating costs financed by the 
Government of Canada 
Administrative expenses 3,501 3,476 

Net cost of operations financed by producer levies 189,528 146,780 
Financing by producer levies (Note 3) 183,059 Toso 
(Deficiency) excess in financing 
of net cost of operations (6,469) 9,149 
Excess at beginning of year L975 25,150 

5,506 34,304 
Refunds of previous year’s excess 10,775 22,329 
(DEFICIENCY) EXCESS AT END OF YEAR $ (5,269) Sell o75 


The accompanying notes and schedule are an integral part of these financial statements. 


STATEMENT OF DAIRY SUPPORT PROGRAM AND COSTS 
FINANCED BY THE GOVERNMENT OF CANADA 
for the year ended July 31, 1991 


1991 1990 


(in thousands) 


Direct support payments to producers of 


industrial milk and cream $ 254,286 $ 265,795 
Administrative expenses 3,501 3,476 
Costs of production and dairy policy studies 786 764 
Total costs financed by the Government of Canada $ 258,573 $ 270,035 


The accompanying notes and schedule are an integral part of these financial statements. 
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NOTES TO FINANCIAL 
STATEMENTS 


fulyes eeLoe 


1. The Commission 


The Canadian Dairy Commission (the 
“Commission” ), is an agent Crown 
corporation named in Part I, Schedule III 
to the Financial Administration Act and is 
not subject to the provisions of the Income 
Tax Act. The objectives of the Commis- 
sion, as established by the Canadian 
Dairy Commussion Act, are “to provide 
efficient producers of milk and cream with 
the opportunity of obtaining a fair return 
for their labour and investment and to 
provide consumers of dairy products with a 
continuous and adequate supply of dairy 
products of high quality.” 


The Commission administers the dairy 
support program financed by the Govern- 
ment of Canada, under which it makes 
direct support payments to producers. 

In cooperation with the Canadian Milk 
Supply Management Committee 
(CMSMC), which it chairs, the Com- 
mission undertakes the management and 
administration of operations financed by 
producer levies. 


The Commission purchases, at Canadian 
support prices, all butter and skim milk 
powder tendered to it. While most of the 
butter purchased by the Commission is 
later resold in the domestic market, most 
of the skim milk powder is in excess of 
domestic needs and is exported. The 
Commission sells production surplus to 
domestic requirements in the form of 
whole milk products, skim milk powder 
and butter on international markets at the 
prevailing world prices. Historically, these 
prices have usually been lower than 


Canadian support prices. The Commission 
also pays assistance to processors and 
exporters to assist them in disposing of 
dairy products directly. 


2. Significant Accounting Policies 
Foreign currency translation 


Substantially all sales in foreign currencies 
are hedged by currency conversion agree- 
ments and are translated into Canadian 
dollars at the exchange rates provided 
therein. Sales in foreign currencies that are 
not hedged are translated into Canadian 
dollars at the exchange rate in effect on the 
transaction date. 


Inventories 


Inventories are valued at the lower of cost 
or estimated net realizable value. 


Allowance for losses on disposal 
of surplus production 


The Commission establishes an allowance 
for losses on disposal of surplus production 
by reference to its outstanding purchase 
commitments, actual butter inventory levels 
at year-end relative to the normal levels, 
and world market prices. The Commission 
has determined normal year-end butter 
inventory levels to be 10 million kilograms. 


(Deficiency) excess in financing 

of net cost of operations 

Any deficiency or excess in the financing by 
producer levies of the net cost of opera- 
tions may be carried forward and applied 
against future operations or recovered from 
or refunded to producers as determined by 
the Canadian Milk Supply Management 
Committee. Lump sum recoveries or 
refunds are recorded in the year declared. 


———————— ————————_—_-. enn C'S 


3. Financing 


Government of Canada 

(Dairy Support Program) 

The Agricultural Stabilization Board 
provides financing to the Commission, 
pursuant to the provisions of the 
Agricultural Stabilization Act (ASA), for 
direct support payments to producers of 
eligible industrial milk and cream up to 
maximum amounts authorized by the 
Governor in Council. Effective April 1, 
1991, the Farm Income Protection Act 
(FIPA) came into force. Although FIPA 
repeals the ASA, it includes transitional 
provisions stipulating that the ASA and any 
regulations made thereunder continue to 
apply in respect of industrial milk and 
cream until March 31, 1992. 


A major portion of the Commission’s 
administrative expenses as well as 
professional services relating to cost of 
production and other studies are financed 
by the Government of Canada. 


Producer levies 

Producers are responsible for all costs of 
operations not financed by the Govern- 
ment of Canada. These costs are financed 
through levies established by the CMSMC, 
charged and collected by the provincial 
marketing boards and agencies and 
remitted to the Commission. 


Producer levies are comprised of: 


199] 1990) 
(in thousands) 
Industrial milk 
In-quota levies $ 143,641 $ 123,780 
Over-quota levies 31,273 24,995 
174,914 148,775 
Fluid milk 8,145 7,154 


Total $ 183,059 


$ 155,929 


The Commission’s administrative expenses 
of $5.1 million (1990 — $5.0 million) have 
been financed from producer levies and by 
the Government of Canada in the amounts 
of $1.6 million (1990 — $1.5 million) and 
$3.5 million (1990 — $3.5 million), 
respectively. 


Industrial milk levies include an amount to 
cover all eligible costs associated with actual 
butter inventory levels up to normal levels 
determined by the Commission. The 
deficiency of financing over these eligible 
costs for the year amounted to $1.0 million 
(1990 — $1.7 million). The cumulative 
excess at year-end amounted to $0.2 mil- 
lion (1990 — $1.2 million) and is netted 
against the deficiency in financing of net 
cost of operations. 


4. Inventories 


Inventories are comprised as follows: 


1991 1990 
(in thousands) 
Cost 

Butter $ 76,831 $ 90,742 
Skim milk powder 91,061 63,669 
Other dairy products 12,342 13,903 
180,234 168,314 

Less allowance for write down 
Butter (unsalted only) 1,502 — 
Skim milk powder 45,732 18,694 
Other dairy products 4,655 5,635 
51,889 24,329 
Net book value $ 128,345 $ 143,985 


In addition, in accordance with the 
Commission's accounting policies, an 
allowance for losses on disposal of surplus 
production has been established at $25.8 
million (1990 — $35.5 million), primarily 
for the disposal of surplus butter 
production. 


5. Loans from 
Government of Canada 


Loans from the Government of Canada, to 
a maximum of $300 million, are available 
to finance operations. There are no specific 
terms of repayment. Principal and accrued 
interest, however, are repaid on a regular 
basis as and when funds are available. The 
interest rates during the year varied from 
13.922% to 8.763% (1990 — 12.014% to 
S226): 


Loan transactions for the year are 
summarized as follows: 


1991 1990 

(in thousands) 
Balance at beginning of year $ 106,283 $ 114,250 
Borrowings 234,873 252,627 
Payments (204,509) (260,594) 
Balance at end of year § 136,647 $ 106,283 


Accrued interest atend ofyear $ 2,388 ie a ye) 


6. Representatives’ Fees 


The Commission has used the services of 
representatives for the sale of dairy 
products on the export market. Their fees, 
which are included in cost of goods sold, 
are as follows: 


1991 1990 
(in thousands) 
Groupe Lactel (formerly 
Cooperative Fédérée de Québec) $ 1,578 $ 808 
Intercontinental, Mexico 674 1,848 
Keskidi-Lait Commerce ENR 130 = 
Gestion Y. Dessarrollo- 
Commercial $.A., Peru 56 59 
Total $ 2,438 $ 2,715 


7. Purchase Commitments 


As at July 31, 1991, the Commission was 
committed to purchase butter and skim 
milk powder produced prior to that date at 
Canadian support prices and other dairy 
products produced prior to that date at 
negotiated contract prices. These commit- 
ments amounted to approximately 

$12.0 million (1990 — $12.0 million). 


8. Related Party Transactions 


Included in export sales is an amount of 
$13.3 million (1990 — $15.0 million) of 
sales to the Canadian International 
Development Agency. These sales were 
carried out in the normal course of business 
and at the Commission’s established sales 
prices. 


In addition, government departments 
provided the Commission with certain 
administrative services without charge. 


9. Subsequent Event 


The Canadian Milk Supply Management 
Committee, at its meeting of September 
26.and 27, 1991, decided that the 
deficiency of financing by producer levies as 
at July 31, 1991 will be carried forward and 
applied against future operations. 


10. Financial Statement Presentation 


A statement of changes in financial position 
has not been included because, in the 
opinion of management, it would not 
provide any meaningful additional 
information. 


SCHEDULE OF OPERATIONS BY PRODUCT 
for the year ended July 31, 1991 


(in thousands) 


1991 
Skim Milk Evaporated Other 
Butter Powder Milk Products* Total 
Export sales phone $ 81,240 S L033 13 $ 32,619 $ 138,088 
Cost of goods sold 34,759 99,702 11,104 47,321 192,886 
Loss on export sales 20,843 18,462 TAO 14,702 54,798 
Domestic sales 52/50 SE — — 55,482 
Cost of goods sold piles 2 4,783 = — 56,105 
Loss (margin) on domestic sales (1,408) 2,031 — — 623 
Total loss on sales $ 19,435 $ 20,493 ay AS $ 14,702 55,421 
Assistance and expenses 
Dairy product assistance — Export $ 1,352 5 631 $ 416 $ 24,772 PLATA 
— Domestic 201 9,380 — —- 9,581 
Inventory writedown 502 45,732 4,275 380 51,889 
Promotion and donation 4,067 159 — — 4,226 
Carrying charges 7,768 4,704 561 745 13,778 
Provision for (recovery of) 
doubtful accounts — -— Rh) — 39 
$ 14,890 $ 60,606 Sapore ot $25.89 7, 106,684 
Provision for losses on disposal 
of surplus production 2550274 
Administrative expenses 5,097 
Total assistance and expenses 137,608 
Total cost of operations $ 193,029 


* Includes whole milk powder and cheese. 


** Sold as animal teed: 


1990 
Skim Milk Evaporated Other 

Butter Powder Milk Products* Total 
SUIS 59 $ 144,117 $ 8,068 $ 195319 $ 182,663 
153722 1635535 10,128 22,029 212,012 
4,563 19,416 2,060 3,310 29,349 
60,262 -- — — 60,262 
59,663 — — — 59,663 
(599) — — — (599) 
$ 3,964 $ 19,416 $ 2,060 $ 3,310 28,750 
> 1,285 $ 203 Seo ek $ 25,744 27,543 
344 125295 — — 12,639 
— 18,694 174 5,461 24,329 
S2002 1,475 — 446 5,813 
7,148 3,402 335 778 11,663 
= —, (1,156) 146 (1,010) 
$ 12,669 S 36,069 $ (336) Sao 25075 80,977 
35,515 
5,014 
121,506 


$ 150,256 
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Should you require further 
information on the activities of the 
Commission or on the dairy indust 


we would be pleased to assist you. 


Policy and Communications 
Canadian Dairy Commission 
2197 Riverside Drive 
Ottawa, Ontario 

KIA 022 

Telephone: (613) 998-9490 


This publication is also available in 
libraries across Canada. 


Catalogue No. CC 101-1991 
ISBN 0-662-5997 1-3 
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